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I. INTRODUCTION

MCG Capital Corporation ("Buyer" ), IDS Telcom Corp. ("New IDS") and IDS Telcom,

LLC ("Old IDS") (together with Buyer and New IDS, "Applicants" ), pursuant to South

Carolina Code $$ 58-9-280 and 58-9-310 and the rules and regulations of the South Carolina

Public Service Commission ("Commission" ), respectfully request such authority as may be

necessary or required from the Commission for New IDS (directly), and its ultimate indirect

owner Buyer (through its wholly owned portfolio investment company, Cleartel

Communications, Inc.) to acquire the assets of Old IDS identified in this Application, including

Old IDS's South Carolina certifications, ' its customer base, and all other assets associated with

its telecommunications services operations ("Assets" ). Applicants request that New IDS be

granted a certificate of public convenience and necessity, and be regulated subject to alternative

To the extent that the Commission determines that Old IDS's certificate cannot be assigned,

Applicants respectfully request that the Commission grant New IDS certification to provide service in
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I. INTRODUCTION

MCG Capital Corporation ("Buyer"), IDS Telcom Corp. ("New IDS") and IDS Telcom,

LLC ("Old IDS") (together with Buyer and New IDS, "Applicants"), pursuant to South

Carolina Code §§ 58-9-280 and 58-9-310 and the rules and regulations of the South Carolina

Public Service Commission ("Commission"), respectfully request such authority as may be

necessary or required from the Commission for New IDS (directly), and its ultimate indirect

owner Buyer (through its wholly owned portfolio investment company, Cleartel

Communications, Inc.) to acquire the assets of Old IDS identified in this Application, including

Old IDS's South Carolina certifications, 1 its customer base, and all other assets associated with

its telecommunications services operations ("Assets"). Applicants request that New IDS be

granted a certificate of public convenience and necessity, and be regulated subject to alternative

i To the extent that the Commission determines that Old IDS's certificate cannot be assigned,

Applicants respectfully request that the Commission grant New IDS certification to provide service in



regulation, pursuant to South Carolina Code $ 58-9-585, as was granted by the Commission in

Order Nos. 95-1734 and 96-55. Applicant also request flexible regulation for its

telecommunications services as the Commission granted in Order No. 98-165 in Docket No.

97-467-C. In addition, Applicants request expedited consideration of this Joint Application.

Old IDS and New IDS have entered into an Asset Purchase Agreement ("Agreement" )

whereby New IDS has agreed to purchase all of the Assets of Old IDS. As a result of the

proposed transaction, Old IDS's Assets, including all of Old IDS's operations and customers,

will be transferred to New IDS, a newly created, wholly owned direct subsidiary of Cleartel.

Following that transaction, Old IDS will cease to provide service in South Carolina and current

South Carolina customers of Old IDS will be served by New IDS.

Applicants emphasize that although as a technical matter the proposed transactions will

result in a transfer of customers from Old IDS to New IDS, the transfer will be seamless and

immediately following the proposed transactions, those customers will continue to receive

service under the same rates, terms, and conditions of service. Moreover, because New IDS

will continue to provide service under the "IDS"brand name, using the same IDS facilities and

Assets, and in particular pursuant to the terms and conditions of the Old IDS tariff on file with

the Commission, the transition will be virtually transparent to consumers of Old IDS's services

in South Carolina in terms of the services that those consumers receive,

As set forth below, New IDS has access to both significant financial resources and

substantial managerial and technical experience. As a result, the proposed transactions will ensure

that existing Old IDS customers will continue to enjoy uninterrupted service, while allowing the

IDS operations to obtain needed financial resources. In light of the substantial benefits that the

South Carolina as set forth below.

regulation,pursuantto SouthCarolinaCode§ 58-9-585,aswasgrantedby the Commissionin

Order Nos. 95-1734 and 96-55. Applicant also request flexible regulation for its

telecommunicationsservicesasthe Commissiongrantedin OrderNo. 98-165in DocketNo.

97-467-C. In addition,Applicantsrequestexpeditedconsiderationof thisJointApplication.

Old IDS andNew IDS haveenteredinto anAssetPurchaseAgreement("Agreement")

wherebyNew IDS hasagreedto purchaseall of the Assetsof Old IDS. As a result of the

proposedtransaction,Old IDS's Assets,includingall of Old IDS's operationsandcustomers,

will be transferredto New IDS, a newly created,wholly owneddirect subsidiaryof Cleartel.

Following that transaction,Old IDS will ceaseto provideservicein SouthCarolinaandcurrent

SouthCarolinacustomersof Old IDSwill beservedby New IDS.

Applicantsemphasizethat althoughasatechnicalmattertheproposedtransactionswill

result in a transferof customersfrom Old IDS to New IDS, the transferwill be seamlessand

immediately following the proposedtransactions,thosecustomerswill continue to receive

serviceunderthe samerates,terms,and conditionsof service. Moreover,becauseNew IDS

will continueto provideserviceunderthe"IDS" brandname,usingthe sameIDS facilities and

Assets,andin particularpursuantto thetermsandconditionsof theOld IDS tariff on file with

the Commission,thetransitionwill bevirtually transparentto consumersof Old IDS's services

in SouthCarolinain termsof theservicesthatthoseconsumersreceive.

As set forth below, New IDS has accessto both significant financial resourcesand

substantialmanagerialandtechnicalexperience.As aresult,theproposedtransactionswill ensure

that existingOld IDS customerswill continueto enjoyuninterruptedservice,while allowingthe

IDS operationsto obtainneededfinancialresources.In light of the substantialbenefitsthatthe

SouthCarolinaassetforthbelow.
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Applicants expect from the proposed transactions, Applicants seek expedited approval, to the

extent necessary, to allow Applicants to complete the proposed transactions as soon as possible.

In support of this Application, Applicants provide the following information:

II. DESCRIPTION OF APPLICANTS

A. IDS Telcom, LLC

IDS Telcom, LLC ("Old IDS") is a leading integrated communications provider that

operates within the Southeastern U.S. providing competitive telecommunications service

mainly to residential and small to medium-sized business customers. Old IDS offers a range of

resold and facilities-based telephone services, including voice and data private lines. Old IDS

provides service over a state-of-the-art optical fiber network in Florida and via resold and

unbundled network element arrangements with the ILECs elsewhere,

In addition to its operations in South Carolina, Old IDS is currently authorized by virtue

of certification or other authorization to provide service throughout the BellSouth territory

except in Louisiana. Old IDS is also authorized by the Federal Communications Commission

("FCC")to provide interstate and international services. In South Carolina, Old IDS is

authorized to provide (1) competitive local exchange telecommunications services and (2)

resold and facilities-based interexchange services pursuant to an Order issued in Docket No.

2000-414-C, on December 8, 2000. Further information concerning Old IDS and the service it

provides have been previously submitted to the Commission, is publicly available, and is

incorporated herein by reference.

8. MCG Capital Corporation/IDS Telcom Corp.

MCG Capital Corporation ("Buyer" ), the ultimate owner (through its portfolio

investment company Cleartel Communications, Inc.) of IDS Telcom Corp. ("New IDS"), is a

Applicantsexpectfrom the proposedtransactions,Applicantsseekexpeditedapproval,to the

extentnecessary,to allowApplicantsto completetheproposedtransactionsassoonaspossible.

In supportof this Application,Applicantsprovidethefollowing information:

II. DESCRIPTION OF APPLICANTS

A. IDS Telcom, LLC

IDS Telcom, LLC ("Old IDS") is a leading integrated communications provider that

operates within the Southeastern U.S. providing competitive telecommunications service

mainly to residential and small to medium-sized business customers. Old IDS offers a range of

resold and facilities-based telephone services, including voice and data private lines. Old IDS

provides service over a state-of-the-art optical fiber network in Florida and via resold and

unbundled network element arrangements with the ILECs elsewhere.

In addition to its operations in South Carolina, Old IDS is currently authorized by virtue

of certification or other authorization to provide service throughout the BellSouth territory

except in Louisiana. Old IDS is also authorized by the Federal Communications Commission

("FCC") to provide interstate and international services. In South Carolina, Old IDS is

authorized to provide (1) competitive local exchange telecommunications services and (2)

resold and facilities-based interexchange services pursuant to an Order issued in Docket No.

2000-414-C, on December 8, 2000. Further information concerning Old IDS and the service it

provides have been previously submitted to the Commission, is publicly available, and is

incorporated herein by reference.

B. MCG Capital Corporation/IDS Teicom Corp.

MCG Capital Corporation ("Buyer"), the ultimate owner (through its portfolio

investment company Cleartel Communications, Inc.) of IDS Telcom Corp. ("New IDS"), is a
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corporation formed under the laws of the State of Delaware with principal offices located at

1100 Wilson Boulevard, Suite 3000, Arlington, Virginia 22209. MCG is a a solutions-focused

publicly held financial services company (traded on the NASDAQ under the MCGC symbol)

that provides financing and advisory services to a variety of small- and medium-sized

companies throughout the United States with a focus on growth oriented companies.

MCG has ample managerial, technical, and financial qualifications to own and control

New IDS and to oversee the operations currently conducted by Old IDS. In South Carolina,

MCG currently holds an indirect controlling interest in NOW Communications, Inc. d/b/a

Cleartel Communications ("NOW") through MCG's wholly owned portfolio investment

company Cleartel Communications, Inc. NOW is currently authorized to operate in South

Carolina as a competitive local exchange carrier and a reseller and facilities-based

interexchange carrier pursuant to an Order issued in Docket No. 2003-193-C, on October 2,

2003. NOW/Cleartel's management will likewise manage the day to day affairs of New IDS.

In addition, MCG has previously held or currently holds interests in a number of

telecommunications companies, including Telecon Communications Corp, (Certificate issued

in Docket No. 2003-226-C, on November 20, 2003), BridgeCom International, Inc. , TruCom

Corporation, Biznessonline. corn, Inc. , Metropolitan Telecommunications of South Carolina,

Inc. (Certificate issued in Docket No. 2001-84-C, on June 18, 2001, Broadview Networks, Inc. ,

Broadview NP Acquisition Corp. , and nii communications, Inc. MCG's continuing

involvement in overseeing the regulated ownership of these companies has provided MCG's

management team with extensive telecommunications management experience.

Moreover, MCG has access to extensive financial resources. As of year end 2003,

MCG had total assets of more than $791 million, including financial investments of more than

corporation formed under the laws of the State of Delaware with principal offices located at

1100 Wilson Boulevard, Suite 3000, Arlington, Virginia 22209. MCG is a a solutions-focused
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in Docket No. 2003-226-C, on November 20, 2003), BridgeCom International, Inc., TruCom

Corporation, Biznessonline.com, Inc., Metropolitan Telecommunications of South Carolina,

Inc. (Certificate issued in Docket No. 2001-84-C, on June 18, 2001, Broadview Networks, Inc.,

Broadview NP Acquisition Corp., and nii communications, Inc. MCG's continuing

involvement in overseeing the regulated ownership of these companies has provided MCG's

management team with extensive telecommunications management experience.

Moreover, MCG has access to extensive financial resources. As of year end 2003,

MCG had total assets of more than $791 million, including financial investments of more than
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$682 million, with total liabilities of approximately $367 million, MCG has positive

shareholders' equity of approximately $464 million and had net income in 2003 of $41.9

million, including operating income of more than $71.7 million. Recent financial information

from MCG's recent SEC Form 10-Q is provided in Exhibit B. Additional information

regarding MCG's financing and results of operations can be found in MCG's 2002 Annual

Report available on line at: http: //investor. mcgcapital. corn/ and is incorporated herein by

reference.

III. CONTACTS

Questions or any correspondence, orders, or other materials pertaining to this

Application should be directed to the following:

John J, Pringle, Jr.
Ellis, Lawhorne & Sims, P.A.
Post Office Box 2285
Columbia, South Carolina 29202-2285
(803) 343-1270 (Tel)
(803) 779-4749 (Fax)
jpringle@ellislawhorne, corn (E-Mail)

With copies to:

Catherine Wang
Edward S. Quill, Jr.
Swidler Berlin LLP
3000 K Street NW
Suite 300
Washington, DC 20007
(202) 424-7500 (Tel)
(202) 424-7645 (Fax)
CWang@swidlaw. corn (E-Mail)
ESQuill@swidlaw. corn (E-Mail)

And;

Scott Kellogg
Associate General Counsel & Asst. Secretary
IDS Telcom Corp.
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205 West Wacker Drive, Suite 2333
Chicago, IL 60606
(312) 658-1056 (Tel)
312/ 658-5487 (Fax)
skellogg@cleartel. corn

And:

Joseph Millstone
Chief Executive Officer
IDS Telcom, LLC
1525 NW 167' Street
Suite 200
Miami, FL 33169
(305) 612-4105 (Tel)
(305) 913-4011 (Fax)
jmillstone@IDSTelcom. corn (E-Mail)

IV. DESCRIPTION OF THE TRANSACTIONS

Applicants propose to complete a series of transactions ("Transactions" ) through which

New IDS, a wholly owned direct subsidiary of Buyer's portfolio investment company Cleartel

Communications, Inc. , will acquire all of the assets of Old IDS. New IDS is a recently created

Delaware corporation with headquarters located at 2855 S, Congress Avenue, Delray Beach,

Florida 33445. New IDS and Old IDS have entered into an Asset Purchase Agreement

("Agreement" ) dated as of February 7, 2005. Pursuant to that Agreement, New IDS will acquire

all of the operations, customers, and other Assets of Old IDS. As a result of the proposed

Transactions, New IDS will replace Old IDS as the service provider operating in South Carolina.

An illustrative chart of the proposed Transactions is provided in Exhibit C.

In connection with the proposed Transactions, Applicants seek either the assignment of

Old IDS's South Carolina authorizations to New IDS or that the Commission grant New IDS

Copies of the Articles of Incorporation of New IDS and a copy of New IDS's authority to

conduct business in South Carolina are provided in Exhibit D.

A copy of the Agreement will be provided upon request.
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all of the operations, customers, and other Assets of Old IDS. As a result of the proposed
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Old IDS's South Carolina authorizations to New IDS or that the Commission grant New IDS

2 Copies of the Articles of Incorporation of New IDS and a copy of New IDS's authority to
conduct business in South Carolina are provided in Exhibit D.

3 A copy of the Agreement will be provided upon request.

-6-



certification. New IDS is well qualified to provide service in South Carolina, In connection

with the proposed Transactions, New IDS will acquire all of the assets of Old IDS and will

therefore own all of the assets and facilities currently used to provide service to Old IDS's

customers in South Carolina. New IDS's operations will be overseen by a well-qualified

management team with substantial telecommunications experience and technical expertise.

New IDS will draw upon the expertise of the management team of its direct parent company,

Cleartel Communications, Inc. , which likewise manages the operations of Cleartel's other

wholly owned subsidiary operating NOW. New IDS will continue to have access to the

management team of Old IDS, which is highly experienced and has substantial technical and

managerial expertise. New IDS will also have access to the highly qualified management team

and substantial financial resources of MCG. Management biographies for New IDS are

provided in Exhibit A.

In order to allow New IDS to continue to provide service following the proposed

Transactions, Applicants respectfully request that the Commission allow Old IDS to transfer its

existing South Carolina authorization to New IDS with the same conditions as previously

granted to Old IDS. In the event that the Commission determines that the South Carolina

authorization granted to Old IDS cannot be transferred to New IDS, Applicants respectfully

request, in the alternative, that a second certification be granted to New IDS and that Old IDS's

certification be cancelled effective as of the close of the proposed transaction.

Although as a technical matter Old IDS customers will be transferred from Old IDS to

New IDS in connection with the proposed Transactions, Applicants emphasize that the

In the event that the Commission determines that Old IDS's South Carolina certificate cannot be

transferred to Old IDS and grants New IDS authority to operate in South Carolina, Applicants

respectfully request that Old IDS's authority be cancelled effective as of the date of the consummation

of the proposed Transactions and the assignment of Old IDS's Assets to New IDS.

certification.4 New IDS is well qualified to provideservicein SouthCarolina. In connection

with the proposedTransactions,New IDS will acquireall of the assetsof Old IDS and will

thereforeown all of the assetsand facilities currently usedto provide serviceto Old IDS's

customersin South Carolina. New IDS's operationswill be overseenby a well-qualified
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Cleartel Communications,Inc., which likewise managesthe operationsof Cleartel's other

wholly owned subsidiaryoperatingNOW. New IDS will continue to have accessto the
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managerialexpertise.New IDS will alsohaveaccessto thehighly qualifiedmanagementteam

and substantialfinancial resourcesof MCG. Managementbiographiesfor New IDS are

providedin Exhibit A.

In order to allow New IDS to continue to provide service following the proposed

Transactions,ApplicantsrespectfullyrequestthattheCommissionallow Old IDS to transferits

existing South Carolina authorizationto New IDS with the sameconditions as previously

grantedto Old IDS. In the event that the Commissiondeterminesthat the SouthCarolina

authorizationgrantedto Old IDS cannotbe transferredto New IDS, Applicants respectfully

request,in thealternative,that asecondcertificationbegrantedto New IDS andthatOld IDS's

certificationbecancelledeffectiveasof thecloseof theproposedtransaction.

Althoughasa technicalmatterOld IDS customerswill be transferredfrom Old IDS to

New IDS in connection with the proposedTransactions,Applicants emphasizethat the

4 IntheeventthattheCommissiondeterminesthatOldIDS'sSouthCarolinacertificatecannotbe
transferredto OldIDSandgrantsNewIDSauthoritytooperateinSouthCarolina,Applicants
respectfullyrequestthatOldIDS'sauthoritybecancelledeffectiveasofthedateoftheconsummation
of theproposedTransactionsandtheassignmentof OldIDS'sAssetsto NewIDS.
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migration of the IDS customers from Old IDS to New IDS will be transparent to the customers.

Affected Old IDS customers will be notified in writing of the transfer of their service to New

IDS and of their rights under federal law pursuant to the applicable Federal Communications

Commission rule. ' New IDS will acquire the "IDS"name and will continue to provide service

under the "IDS"brand following the Transactions. Furthermore, New IDS will adopt all of the

tariffs (or make such other filings as may be necessary in compliance with the laws of South

Carolina) and will continue to provide service under the same rates, terms and conditions as

were previously provided by Old IDS. As a result, the Transactions will be transparent to

customers of Old IDS in terms of the services those customers receive.

V. PUBLIC INTEREST STATEMENT

The proposed Transactions described above will serve the public interest by ensuring that

IDS customers enjoy continuity of high quality telecommunications service. As demonstrated

above and more fully in the Exhibits below, New IDS has the technical, managerial and

financial resources required to ensure that New IDS can provide high quality services in South

Carolina. New IDS is well-qualified to replace Old IDS as the service provider in South

Carolina.

The proposed Transaction will not cause customer confusion. Because there will be no

change in the "IDS" brand name and the rates, terms and conditions of service will all continue

without change, the proposed Transactions will be transparent to customers in South Carolina in

terms of the services those customers receive. Indeed, New IDS proposes to adopt the same tariffs

currently on file for Old IDS. In sum, the proposed Transactions will enhance the ability of

Applicants to provide high-quality telecommunications services in South Carolina, This will

47 C.F.R. $ 64.1120(e). A copy of the form of the customer notice letter which will be sent to
such customers is provided in Exhibit E.
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invigorate competition and thereby benefit consumers of telecommunications services in South

Carolina.

Given the increasingly complex and competitive nature of telecommunications markets

and for other corporate reasons, Applicants seek to complete the proposed Transactions as soon

as possible, Accordingly, Applicants respectfully request that the Commission process,

consider and approve this Application as expeditiously as possible.
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considerandapprovethis Applicationasexpeditiouslyaspossible.
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VI. CONCLUSION

For the reasons stated above, Applicants respectfully submit that the public interest,

convenience, and necessity would be furthered by a grant of this Application. Applications

therefore respectfully request that the Commission consider and approve this Application

expeditiously to permit Applicants to consummate the proposed Transactions as soon as

possible.

Respectfully submitted,

John J. Pring e, Jr.
ELLIS LAWHORNE & SIM P.A,

Post Office Box 2285
Columbia, South Carolina 29202-2285
(803) 343-1270 (Tel)
(803) 779-4749 (Fax)
jpringle@ellislawhorne. corn (E-Mail)

Catherine Wang
Edward S. Quill, Jr.
SWIDLER BERLIN LLP
3000 K Street, Suite 300
Washington, DC 20007
(202) 424-7500 (Tel)
(202) 424-7645 (Fax)
CWang@swidlaw, corn (E-Mail)
ESQuill@swidlaw. corn (E-Mail)

Counsel for Buyer and New IDS

Dated: February 11,2005
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Ken Baritz CEO/President
Mr. Baritz has served as the CEO/President of IDS Telcom Corp. 's parent, Cleartel
Communications, Inc. , and its subsidiaries since August 2002. He served as President and

Director of Talk America, Inc. from March 2000 to June 2001. Prior to joining Talk, Mr. Baritz
served as Chairman and Chief Executive Officer of Access One from 1997 to 2000. Previous to
Access One, he served as Chairman and Chief Executive Officer of AMNEX, Inc. , a
telecommunications company, and also was a Director of AMNEX from October 1992 through

March 1997.Prior to his tenure at AMNEX, he served as a Vice President of Bear Stearns &
Co, , Inc. , an investment-banking firm.

Mr. Doherty has served as the COO of IDS Telcom Corp. 's parent, Cleartel Communications,

Inc. , and its subsidiaries since August 2002. He previously served as Operations Manager for
Talk America since 1999, where he was responsible for the day-to-day management of a 300
person customer care and provision facility. Prior to Talk/Access One, Mr. Doherty held the

position of Director of Technical Operations with AMNEX from 1995 to 1999, Prior to that

role, he served as Branch Operations Manager for National Telephone from 1986 to 1994. Mr.
Doherty holds a degree in management.

Terie Hanna Sr. VP —Fiscal O erations
Ms. Hannay joined IDS Telecom Corp. 's parent, Cleartel Communications, Inc. in October
2003. Her background includes serving as Michigan Regional Vice President, Customer Care

for Charter Communications responsible for sales and customer support for 600,000-customer

base. While at Charter Communications, she consolidated 40 customer service sites into two

sites running in a virtual environment as well as built a state of the art virtual call centers with

over 400 employees. Prior to Charter Communications, Ms. Hannay served as Divisional Vice
President Telecom Services at American Network Exchange (AMNEX) with responsibility for
financial operations, call center operations, provisioning, customer care, MIS and Human

Resources.

Don 7 ck CFO/VP-Finance
Mr, Zyck has served as the CFO/VP-Finance of IDS Telecom Corp. 's parent, Cleartel

Communications, Inc. , and its subsidiaries since October 2002. Since 1985, he has been

involved in the financial operations of public and private companies across numerous

industries, including telecommunications, with responsibility for leading the functions of
Accounting, Risk Management, Cash Management, Financial Planning and Analysis, Treasury,

Bank Relations, Internal Audit and M&A. Most recently, Mr. Zyck served as the Senior Vice
President and Acting CFO for Universal Access, Inc. , a $120 million publicly traded

telecommunications carrier. Previously, he served as Senior Vice President of Finance with

Mesirow Financial and Treasurer and Controller with Cargill Investor Services, Inc. Mr. Zyck
holds a BS in Finance.

Scott Kello Associate General Counsel dt Asst. Sec.
Mr. Kellogg has ten years of experience in legal and governmental affairs. He joined IDS
Telcom Corp. 's parent, Cleartel Communications, Inc. , in December 2002 and has

responsibility for regulatory affairs and corporate legal matters. He has served as counsel to

Ken Baritz_ CEO/President

Mr. Baritz has served as the CEO/President of IDS Telcom Corp.'s parent, Cleartel

Communications, Inc., and its subsidiaries since August 2002. He served as President and

Director of Talk America, Inc. from March 2000 to June 2001. Prior to joining Talk, Mr. Baritz
served as Chairman and Chief Executive Officer of Access One from 1997 to 2000. Previous to

Access One, he served as Chairman and Chief Executive Officer of AMNEX, Inc., a

telecommunications company, and also was a Director of AMNEX from October 1992 through

March 1997. Prior to his tenure at AMNEX, he served as a Vice President of Bear Stearns &

Co., Inc., an investment-banking firm.

Jim Doherty, COO

Mr. Doherty has served as the COO of IDS Telcom Corp.'s parent, Cleartel Communications,

Inc., and its subsidiaries since August 2002. He previously served as Operations Manager for

Talk America since 1999, where he was responsible for the day-to-day management of a 300

person customer care and provision facility. Prior to Talk/Access One, Mr. Doherty held the

position of Director of Technical Operations with AMNEX from 1995 to 1999. Prior to that

role, he served as Branch Operations Manager for National Telephone from 1986 to 1994. Mr.

Doherty holds a degree in management.

Terie Hannay_ Sr. VP - Fiscal Operations

Ms. Hannay joined IDS Telecom Corp.'s parent, Cleartel Communications, Inc. in October

2003. Her background includes serving as Michigan Regional Vice President, Customer Care

for Charter Communications responsible for sales and customer support for 600,000-customer

base. While at Charter Communications, she consolidated 40 customer service sites into two

sites running in a virtual environment as well as built a state of the art virtual call centers with

over 400 employees. Prior to Charter Communications, Ms. Hannay served as Divisional Vice

President Telecom Services at American Network Exchange (AMNEX) with responsibility for

financial operations, call center operations, provisioning, customer care, MIS and Human

Resources.

Don Zyck_ CFO/VP-Finance

Mr. Zyck has served as the CFO/VP-Finance of IDS Telecom Corp.'s parent, Cleartel

Communications, Inc., and its subsidiaries since October 2002. Since 1985, he has been

involved in the financial operations of public and private companies across numerous

industries, including telecommunications, with responsibility for leading the functions of

Accounting, Risk Management, Cash Management, Financial Planning and Analysis, Treasury,

Bank Relations, Internal Audit and M&A. Most recently, Mr. Zyck served as the Senior Vice

President and Acting CFO for Universal Access, Inc., a $120 million publicly traded

telecommunications carrier. Previously, he served as Senior Vice President of Finance with

Mesirow Financial and Treasurer and Controller with Cargill Investor Services, Inc. Mr. Zyck

holds a BS in Finance.

Scott Kellogg, Associate General Counsel & Asst. Sec.

Mr. Kellogg has ten years of experience in legal and governmental affairs. He joined IDS

Telcom Corp.'s parent, Cleartel Communications, Inc., in December 2002 and has

responsibility for regulatory affairs and corporate legal matters. He has served as counsel to



competitive telecommunications carriers on a national basis since 1998. Outside of practicing
law, Mr. Kellogg worked for three years in the Michigan House of Representatives and Senate.
competitive telecommunications carriers on a national basis since 1998. Outside of practicing

law, Mr. Kellogg worked for three years in the Michigan House of Representatives and Senate.
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PART I.FINANCIAL INFORMATION

In this Quarterly Report, the "Company", "MCG", "we", "us" and "our" refer to MCG Capital Corporation and its wholly owned

consolidated subsidiaries and its affiliated securitization trusts unless the context otherwise requires.

Selected Financial Data

The following table sets forth selected financial data from our unaudited financial statements, The selected financial data should be

read in conjunction with our "Management's Discussion and Analysis of Financial Condition and Results of Operations" and the

Consolidated Financial Statements (unaudited) and notes thereto included in this Quarterly Report,

Three Months Ended

September 30,

Nine Months Ended

September .30,

tdollars in thousands except pcr share amounts and statisticul data) 2004 2003 2004 2003

Income statement data:
Operating income
Net operating income before investment gains and losses
Net income
Per common share data:
Earnings per common share basic and diluted

Net operating income before investment gains and losses per common

share basic and diluted

Net asset value per common share (a)
Cash dividends declared per common share

Selected period-end balances:
Total investment portfolio
Total assets
Borrowings
Other data (at period-end):
Number of portfolio companies
Number of employees

0.21 0.30
0.33 0,36

0.71
0.90

0.90
1.1 1

12.18
0.42

11.99
0.42

12.18
1.26

11.99
1.23

$804!675
1,049,588

471,443

$611,927
801,354
318,471

94
102

78
54

$24,837 $19,904 $69,826 $58,079
13,896 11,740 36,211 34,370

8,803 9,913 28,543 27,799

(a) Based on common shares outstanding at period-end,

0 0 '. . Iaido!ti Ot'!. i nu, .!!!C .
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PART I.FINANCIAL INFORMATION

In this Quarzerly Report, the "Company", "MCG", "we", "us" and "our" refer to MCG Capital Corporation and its wholly owned

consolidated subsidiaries and its affiliated securitization trusts unless the context otherwise requires.

Selected Financial Data

The following table sets forth selected financial data from our unaudited financial statements. The selected financial data should be

read in conjunction with our "Management's Discussion and Analysis of Financial Condition and Results of Operations" and the

Consolidated Financial Statements (unaudited) and notes thereto included in this Quarterly Report.

Three Months Ended Nine Months Ended

September 30, September 30,

(dollars in thousands except per share amounts and statistical data) 2004 2003 2004 2003

Income statement data:

Operating income $ 24,837 $ 19,904 $ 69,826 $ 58,079

Net operating income before investment gains and losses 13,896 11,740 36,211 34,370

Net income 8,803 9,913 28,543 27,799

Per common share data:

Earnings per common share basic and diluted 0.21 0,30 0.71 0.90

Net operating income before investment gains and losses per common 0.33 036 0.90 1,11

share basic and diluted

Net asset value per common share (a) 12.18 11.99 12.18 11.99

Cash dividends declared per common share 0.42 0,42 1.26 1,23

Selected period-end balances:

Total investment portfolio $ $ 611,927

Total assets 801,354

Borrowings 318,471

Other data (at period-end):

Number of portfolio companies 94 78

Number of employees 102 54

804,675

1,049,588

471,443

(a) Based on common shares outstanding at period-end.

,./:_ 2004. EDG/:',.R On] line, ffJnc.
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Item 1.Financial Statements (unaudited)

MCG Capital Corporation

Consolidated Balance Sheets (unaudited)

(in thousands, except per share amounts)

September30,

2004

Decembe!31,

2003

Assets
Cash and cash equivalents
Cash, securitization accounts
Investments at fair value

Commercial loans, (cost of $718,500 and $615,253, respectively)
Investments in equity securities, (cost of $128,955 and $112,850, respectively)
Unearned income on commercial loans

111,850 $
109,852

709,041
108,850
(13,216 )

60,072

33,434

605,551

93,391

(16,416 )

Total investments
Interest receivable
Other assets

804,675
6,349

16,862

682,526

5,717
9,166

Total assets 1,049,588 $ 790,915

Liabilities
Borrowings
Interest payable
Dividends payable
Other liabilities

471,443
634

18,080
7,149

304, 131

1,185

16,267
5r382

Total liabilities 497,306 326,965

Commitments and contingencies
Stockholders' Equity
Preferred stock, par value $.01, authorized I share, none issued and outstanding
Common stock, par value $.01, authorized 100,000 shares, 45,356 issued and outstanding

on September 30, 2004 and 38,732 issued and outstanding on December 31, 2003
Paid-in capital
Stockholder loans
Unearned compensation —restricted stock
Distributions in excess of earnings
Net unrealized depreciation on investments

454

641,157
(5,051 )
(8,525 )

(46,189 )
(29,564 )

387

529,168

(5,293 )
(4,911 )

(26740 )
(29,161 )

Total stockholders' equity

Total liabilities and stockholders' equity

552,282

1,049,588 $

463,950

790,915

See notes to consolidated financial statements (unaudited).
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Item 1.Financial Statements (unaudited)

MCG Capital Corporation

Consolidated Balance Sheets (unaudited)

(in thousands, except per share amounts)

Assets

Cash and cash equivalents

Cash, securitization accounts

Investments at fair value

Commercial loans, (cost of $718,500 and $615,253, respectively)

Investments in equity securities, (cost of $128,955 and $112,850, respectively)

Unearned income on commercial loans

Total investments

Interest receivable

Other assets

Total assets

Liabilities

Borrowings

Interest payable

Dividends payable

Other liabilities

Total liabilities

Commitments and contingencies

Stockholders' Equity

Preferred stock, par value $01, authorized 1 share, none issued and outstanding

Common stock, par value $.01, authorized 100,000 shares, 45,3.56 issued and outstanding

on September 30, 2004 and 38,732 issued and outstanding on December 31, 2003

Paid-in capital
Stockholder loans

Unearned compensation--restricted stock

Distributions in excess of earnings

Net unrealized depreciation on investments

Total stockholders' equity

Total liabilities and stockholders' equity

September30,

2004

Decembe_l,

2003

111,850 $ 60,072

109,852 33,434

709,041 605,551

108,850 93,391

(13,216) (16,416)

804,675
6,349

16,862

682,526

5,717

9,166

$ 1,049,588 $ 790,915

471,443 $ 304,131

634 1,185

18,080 16,267

7,149 5,382

497,306

m

454

641,157

(5,051)

(8,525)

(46,189)

(29,564)

552,282

326,965

387

529,168

(5,293)

(4,911)

(26,240)

(29,161)

463,950

$ 1,049,588 $ 790,915

See notes to consolidated financial statements (unaudited).
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MCG Capital Corporation

Consolidated Statements of Operations (unaudited)

(in thousands, except per share amounts)

Three Months Ended

September 30,

Nine Months Ended

September .30,

2004 2003 2004 2003

Operating income
Interest and dividend income
Non-affiliate investments (less than 5'/o owned) $13,528 $15,317 $38,704 $48,719

Affiliate investments (5'/o to 25'/o owned)

Control investments (more than 25'/o owned)

754
5,877

1,341

1,008
2,406

16,331
3,426

2,105

Total interest and dividend income

Advisory fees and other income
Non-affiliate investments (less than 5'/o owned) and other income

Affiliate investments (5'/o to 25'/o owned)
Control investments (more than 25'/o owned)

20,159

2,319
495

1,864

17,666

1,416
762

60

57,441

6,427
495

5,463

54,250

3,007
762

60

Total advisory fees and other income

Total operating income

4,678

24,837

2,238

19,904

12,385

69,826

3,829

58,079

Operating expenses
Interest expense
Employee compensation:
Salaries and benefits
L,ong-term incentive compensation

Total employee compensation
General and administrative expense

2,344

3,469
2,321

5,790
2,807

2,701

1,759
1,759

3,518
1,945

6,512

9,697
10,000

19,697
7,406

7,429

5,800

4,786

10,586

5,694

Total operating expenses

Net operating income before investment gains and losses

10,941

13,896

8, 164

11,740

33,615

36,211

23,709

34,370

Net realized gains (losses) on investments

Non-affiliate investments (less than 5'/o owned)

Affiliate investments (5'/o to 25'/o owned)

Control investments (more than 25'/o owned)

936
(2,531 )

2,631

(48 )
(519 )

2,924
(2,531 )
(7,658 )

(7,511 )
(48 )

(11,916 )

Total net realized gains (losses) on investments

Net change in unrealized appreciation (depreciation) on investments

Non-affiliate investments (less than 5'/o owned)
Affiliate investments (5'/o to 25'/o owned)
Control investments (more than 25'/o owned)

(1,595 )

(2,274 )
2,182

(3,406 )

2,064

222

(803 )
(3,310 )

(7,265 )

(2,399 )
(1,185 )
3,181

(19,475 )

18,957
941

(6,994 )

Total net change in unrealized appreciation (depreciation) on

investments
(3,498 ) (3,891 ) (403 ) 12,904

Net investment losses (5,093 ) (1,827 ) (7,668 ) (6,571 )

200). Encap Online It)n.
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MCG Capital Corporation

Consolidated Statements of Operations (unaudited)

(in thousands, except per share amounts)

Operating income
Interest and dividend income

Non-affiliate investments (less than 5% owned)

Affiliate investments (5% to 25% owned)

Control investments (more than 25% owned)

Total interest and dividend income

Advisory fees and other income

Non-affiliate investments (less than 5% owned) and other income

Affiliate investments (5% to 25% owned)

Control investments (more than 25% owned)

Total advisory fees and other income

Total operating income

Operating expenses

Interest expense

Employee compensation:

Salaries and benefits

l,ong-term incentive compensation

Total employee compensation

General and administrative expense

Total operating expenses

Net operating income before investment gains and losses

Net realized gains (losses) on investments

Non-affiliate investments (less than 5% owned)

Affiliate investments (5% to 25% owned)

Control investments (more than 25% owned)

Total net realized gains (losses) on investments

Net change in unrealized appreciation (depreciation) on investments

Non-affiliate investments (less than 5% owned)

Affiliate investments (5% to 25% owned)

Control investments (more than 25% owned)

Total net change in unrealized appreciation (depreciation) on
investments

Net investment losses

@ 2004.

Three Months Ended

September 30,

Nine Months Ended

September 30,

2004 2003 2004 2003

15,317 $ 38,704 $ 48,719

1,341 2,406 3,426

1,008 16,331 2,105

17,666 57,441 54,250

1,416 6,427 3,007

762 495 762

60 5,463 60

2,238 12,385 3,829

19,904 69,826 58,079

$ 13,528

754

5,877

20,159

2,319
495

1,864

4,678

24,837

2,344 2,701 6,512 7,429

3,469 1,759 9,697 5,800

2,321 1,759 10,000 4,786

5,790 3,518 19,697 10,586

2,807 1,945 7,406 5,694

10,941 8,164 33,615 23,709

13,896 11,740 36,211 34,370

936 2,631

(2,531) (48

-- (519

2,924 (7,511

(2,531) (48

(7,658) (11,916

(1,595) 2,064 (7,265) (19,475

(2,274) 222

2,182 (803

(3,406) (3,310

(3,498) (3,891

(5,093 ) (1,827

EDGAR Online, Inc.

(2,399) 18,957

(1,185) 941

3,181 (6,994

(403) 12,904

(7,668) (6,571



Net income $8,803 $9,913 $28,543 $27,799

Earnings per common share basic and diluted

Cash dividends declared per common share

$0.21 $0.30 $0.71 $0,90

$0.42 $0.42 $1.26 $1.2.3

Weighted average common shares outstanding
Weighted average common shares outstanding and dilutive common

stock equivalents

42,646
42,676

32,878
32,906

40,049
40,104

31,033
31,042

See notes to consolidated financial statements (unaudited).

Netincome $ 8,803 $ 9,913 $ 28,543 $ 27,799

Eamings per common share basic and diluted

Cash dividends declared per common share

Weighted average common shares outstanding

Weighted average common shares outstanding and dilutive common

stock equivalents

See notes to consolidated financial statements (unaudited)_

$ 0.21

$ 0.42

42,646

42,676

030 $ 0.71

042 $ 1.26

32,878 40,049

32,906 40,104

0,90

123

31,033

31,042
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MCG Capital Corporation

Consolidated Statements of Stockholders' Equity (unaudited)

(in thousands, except per share amounts)

Common stock Paid-in

Capital

Stock-

holder

Loans

unearned
Compen-

sation—

Restrictedstock

Distributions

(in excess oi)
less than

Earnings

Netunrealized

Depreciationon

Investments

Total

Stockholders'

Equity

Shares Amount

Balance December 31,
2002
Net income

Issuance of common

shares, net of costs

Dividends declared, $1.23

per share

Dividend reinvestment

Amortization of restricted

stock awards

Change in vesting of
restrietcd stock mvards

Reduction in employee

loans

Balance September 30,
2003
Balance December .31,
2003
Nct income (loss)

Issuance of common

shares, net of costs

Dividends declared, $1.26

per share

Dividend rcinvcstment

Amortization of restricted

stock awards

Clmnge in vesting of
restricted stock awards

Reduction in employee

loans

Balance September 30,
2004

31,259 $313 $419,961 $ (5,513 ) $

7,475 74 108,759

38

506

(7 ) (135 ) 218

6,622 67 100,048

72

11,903

(14 ) 242

45,356 $454 $641,157 $ (5,051 ) $

38,729 $ .387 $529,129 $ (5,295 ) $

38,732 $387 $529,168 $ (5,293 ) $

(8,566 ) $

3,094

(506 )

89

(5,889 ) $

(4,911 ) $

8,279

(11,903 )

10

(8,525 ) $

(1,824 ) $

14,895

(36,747 )

(2.3,676 ) $

(26,240 ) $

28,946

(48,895 )

(46,189 ) $

(43,121 ) $

12,904

(30,217 ) $

(29,161 ) $

(403 )

(29,564 ) $

361,250

27,799

108,833

(36,747 )

38

3,094

172

464,4.39

463,950

28,543

100,115

(48,895 )

72

8,279

218

552,282

See notes to consolidated financial statements (unaudited).
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MCG Capital Corporation

Consolidated Statements of Stockholders' Equity (unaudited)

(in thousands, except per share amounts)

Common stock

Shares Amount

Paid-in Stock- Unearned Distributions

holder Compen- (in excess of)

Capital Loans sation-- less than
Restrictedstock Earnings

NetUnrealized

Depreciationon

Investments

Total

Stockholders'

Equity

Balance December 31,

2002

Net income

Issuance of common 7,475

shares, net of costs

Dividends declared, $L23

per share
Dividend reinvestment

Amortization of restricted

stock awards

Change in vesting of
restricted stock awards

Reduction in employee

loans

Balance September 30,

2003

Balance December 31,

2003

Net income (loss)

Issuance of common 6,622

shares, net of costs

Dividends declared, $1.26

per share

Dividend reinvestment

Amortization of restricted

stock awards

Change in vesting of

restricted stock awards

Reduction in employee
loans

Balance September 30,

2004

31,259 $ 313 $ 419,961 $ (5,513

74 108,759

2 -- 38

506

(7) (135) 218

38,729 $ 387 $ 529,129 $ (5,295

38,732 $ 387 $ 529,168 $ (5,293

67 100,048

2 -- 72

11,903

(34) 242

45,356 $ 454 $ 641,157 $ (5,051

S (8,566) $

3,094

(506)

89

(5,889) $

(4,911 $

8,279

(11,903

10

(8,525 $

(1,824

14,895

(36,747

(23,676

(26,240

28,946

(48,895

(46,189

(43,121

12,904

(30,217

(29,161

(403

(29,564

361,250

27,799

108,8:]3

(36,747)

38

3,094

172

464,439

463,950

28,543

100,115

(48,895)

72

8,279

218

552,282

See notes to consolidated financial statements (unaudited).
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MCG Capital Corporation

Consolidated Statements of Cash Flows (unaudited)

(in thousands)

Nine Months Ended

September 30,

2004 2003

Operating activities
Net income
Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization
Amortization of restricted stock awards

Amortization of deferred debt issuance costs
Net realized (gains) losses on investments

Net change in unrealized depreciation (appreciation) on investments

Increase in cash—securitization accounts from interest collections

Increase in interest receivable
(Increase) decrease in accrued payment-in-kind interest and dividends

Decrease in unearned income

(Increase) decrease in other assets
Decrease in interest payable
Increase (decrease) in other liabilities

765
8,279

995
7,265

403
3,170
(1,069 )

548
(5,520 )
(2,750 )

(551 )
3,489

429
3,094

968
19,475

(12,904 )
2,403
(414 )

(9,676 )
(3,231 )
1,275

(341 )
579

$28,543 $27,799

Net cash provided by operating activities 43,567 29,456

Investing activities
Originations, draws and advances on loans

Principal payments on loans

Purchase of equity investments

Proceeds from sales of equity investments

Purchase of premises, equipment and software

(267,756 )
144,096
(14,791 )
13,746

(401 )

(34,340 )
105,693

(4,980 )
5,570

(1,105 )

Net cash provided by (used in) investing activities (125,106 ) 70,838

Financing activities
Net increase (payments) on borrowings
Decrease in cash—securitization accounts for paydown of principal on debt

Increase in cash—securitization accounts for future loan acquisitions

Payment of financing costs
Dividends paid
Issuance of common stock, net of costs
Repayment of loans to officers/shareholders

165,528
2 1s 133

(98,936 )
(6,010 )

(48,803 )
100,187

218

(44,752 )
19,060

(2)
(38,446 )
108,871

177

Net cash used in financing activities 133,317 44,908

Increase in cash and cash equivalents

Cash and cash equivalents at beginning of period

51,778
60,072

145,202

9,389

Cash and cash equivalents at end of period $111,850 $154,591

See notes to consolidated financial statements (unaudited).

2004. EDGER Online, rnc
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MCG Capital Corporation

Consolidated Statements of Cash Flows (unaudited)

(in thousands)

Operating activities
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization
Amortization of restricted stock awards

Amortization of deferred debt issuance costs

Net realized (gains) losses on investments

Net change in unrealized depreciation (appreciation) on investments

Increase in cash--securitization accounts from interest collections

Increase in interest receivable

(Increase) decrease in accrued payment-in-kind interest and dividends

Decrease in unearned income

(Increase) decrease in other assets

Decrease in interest payable

Increase (decrease) in other liabilities

Net cash provided by operating activities

Investing activities

Originations, draws and advances on loans

Principal payments on loans

Purchase of equity investments

Proceeds from sales of equity investments

Purchase of premises, equipment and software

Net cash provided by (used in) investing activities

Financing activities

Net increase (payments) on borrowings

Decrease in cash--securitization accounts for paydown of principal on debt

Increase in cash--securitization accounts for future loan acquisitions

Payment of financing costs

Dividends paid

Issuance of common stock, net of costs

Repayment of loans to officers/shareholders

Net cash used in financing activities

Increase in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Nine Months Ended

September 30,

2004 2003

$ 28,543 $ 27,799

765 429

8,279 3,094

995 968

7,265 19,475

4O3 (12,904

3,170 2,403

(1,069) (414

548 (9,676

(5,520) (3,231

(2,750) 1,275

(551) (341

3,489 579

43,567 29,456

(267,756) (34,340

144,096 105,693

(14,791) (4,980

13,746 5,570

(401) (1,105

(125,106 ) 70,838

165,528 (44,752)

21,133 19,060

(98,936)

(6,010) (2)

(48,803) (38,446)

100,187 108,871

218 177

133,317 44,908

51,778 145,202

60,072 9,389

111,850 $ 154,591

See notes to consolidated financial statements (unaudited)_
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,"
',i (J p' i i ', i C' l1 l,"l 8 T '~ r;'7 .';'.004. E[:'G_R Ol'l_ine, Inc.



Table of Contents

MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

September 30, 2004

(dollars in thousands)

Portfolio Company Industry Titleofsccurittes

Held by the

Company

Percentageof

ClassHeldon

a Fully

Diluted Basis

(I)

September 30, 2004

Ames True Temper, Inc.

Auto Europe, LLC

Badoud Enterprises, Inc, (2)
Boucher Communications, Inc. (2)

Industrial

Equipment

Equipment

Leasing
Newspaper
Publishing

Non-affiliate investments (less than 5% owned):
Allen's T,V. Cable Service, Inc. Cable Senior Debt

Subordinated Debt

Senior Debt

Senior Debt

Senior Debt
Senior Debt

Cost

$7,130 $
1,000

997

7,553

6,100
1,100

FairValue

7,130
1,000

1,011

7,553

6,100
1,100

387

Builders FirstSource, Inc.

Cambridge Information Group,
Inc, (2)
CCG Consulting, Inc.

Communications & Power
Industries, Inc.
Community Media Group Inc. (2)
Creative L,oafing, Inc, (2)
Crescent Publishing Company,
L,LC (2)
Cruz Bay Publishing,
Inc, (2)
dick clark productions,
inc.

Building &
Development
Information
Services
Business Services

Aerospace &
Defense
Newspaper
Newspaper
Newspaper

Publishing

Broadcasting

Stock Appreciation Rights
Senior Debt Subordinated
Debt
Senior Debt

Senior Debt
Warrants to purchase
Common Stock
Senior Debt

Senior Debt
Senior Debt
Senior Debt

Senior Debt
Subordinated Debt
Subordinated Debt
Warrants to purchase
Common Stock
Common Stock

4,975
2,000

15,425

19.9 %
1,424

1,990

24,673
19,900
10,382

6,342
10,383
17,531

5.3 % 858

05 % 210

5,012
2,020

15,425

1,424

2,021

24,673
19,900
10,382

6,342
10,383
17,531

859

131

See notes to consolidated financial statements (unaudited).
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

September 30, 2004

(dollars in thousands)

Portfolio Company Industry

Non-affiliate investments (less than 5% owned):
Allen's T.V. Cable Service, Inc. Cable

Ames True Temper, Inc.

Auto Europe, LLC

Badoud Enterprises, Inc.(2)

Boucher Communications, Inc. (2)

Industrial

Equipment

Equipment

Leasing

Newspaper

Publishing

Builders FirstSource, Inc.

Cambridge Information Group,

Inc. (2)

CCG Consulting, Inc.

Building &

Development

Information

Services

Business Services

Communications & Power

Industries, Inc.

Community Media Group Inc. (2)

Creative I,,oaring, Inc, (2)

Crescent Publishing Company,

LLC (2)

Cruz Bay Publishing,

Inc. (2)

dick clark productions,

inc.

Aerospace &

Defense

Newspaper

Newspaper

Newspaper

Publishing

Broadcasting

TitleofSeeurities

Held by the

Company

Senior Debt

Subordinated Debt

Senior Debt

Senior Debt

Senior Debt

Senior Debt

Stock Appreciation Rights

Senior Debt Subordinated

Debt

Senior Debt

Senior Debt

Warrants to purchase

Common Stock

Senior Debt

Senior Debt

Senior Debt

Senior Debt

Senior Debt

Subordinated Debt

Subordinated Debt

Warrants to purchase
Common Stock

Common Stock

Pereentageof

ClassHeldon

aFully

Diluted Basis

(1)

September 30, 2004

Cost

7,130

1,000

FairValue

$ 7,130

1,000

19.9 °A

5.3 °A

0.5 °A

997

7,553

6,100

1,100

4,975

2,000

15,425

1,424

1,990

24,673
19,900

10,382

6,342

10,383

17,531
858

210

1,011

7,553

6,100

1,100
387

5,012

2,020

15,425

1,424

2,021

24,673

19,900

10,382

6,342

10,383

17,531
859

131

See notes to consolidated financial statements (unaudited).
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

September 30, 2004

(dollars in thousands)

Portfolio Compsny

Industry rltleolSecuritles

Held hy thc

Company

Perccntegcof

Cl us sHeldon

u Puay

Dauted Basis

(I)

Cost

Septemi&er 20 200e

I'nlrVulue

Dowdenl-lealthMedia, inc. Publishing Senior Debt $500 $ 500

Thee-Media Club I, I LC (6) Investment Fund LLC Interest 0.8 % 88 37

Financial Technologies International, Inc. Technology

(2)

Senior Debt 4.2 % 18,000 17,000

GCA Services Group, Inc.

Graycom, L.C. (6)

The Hillman Group, Inc.

Home Interiors & Gifts, Inc.

Home Town Telephone, L,LC(6)

1-55 Internet Services, Inc.

IDS Telcom LLC

Images. corn, Inc.

Information Today, Inc, (2)

International Media Group, Inc.

Jeffrey A. Stern (6)
Jenzabar, Inc. (2)

Commercial

Services

Telecommunications

Industrial

Equipment

Home Furnishings
Telecommunications

Telecommunications

Telecommunications

Information

Services

Information

Services

Broadcasting

Other

Technology

Warrants to purchase

Common Stock
Subordinated Debt

Warrants to purchase

membership interest in

L,L,C

Senior Debt

Senior Debt

Warrants to purchase

membership interest in

LLC

Senior Debt

Warrants to purchase

Common Stock

Senior Debt

Warrants to purchase

membership interest in

LLC
Senior Debt

Senior Debt

Senior Debt

Senior Debt

Senior Debt

Subordinated Debt

Senior Preferred Stock

5,970

4,922
27.8 %

2,163
20.0 % 366

18,823

27, 8 % 2,693

3,158

8,792

100.0 %

8,000
45

12,000

7,099
5,141

10,000

27.8 % 71

10,000

53

6,037

4,703

2,163

403

18,823

2,965

3,158

8,792

8,000
45

12,000

7,099
5,141

Subordinated

Preferred Stock

Warrants to purchase

Common Stock

18.0 % 422

100.0 % 1,106 1,106

607

2000 . Ei!G p Ont t t.e, roc.
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

September 30, 2004

(dollars in thousands)

Portfolio Company

DowdenHealthMedia,lnc.

The e-Media Club 1, LLC (6)

Financial Technologies International, Inc.

(2)

GCA Services Group, Inc.

Graycom, L.C. (6)

The Hillman Group, Inc.

Home Interiors & Gifts, Inc.

Home Town Telephone, LLC(6)

1-55 Intemet Services, Inc.

IDS Telcom LLC

Images.com, Inc.

Information Today, Inc. (2)

International Media Group, Inc.

Jeffrey A. Stern (6)

Jenzabar, Inc. (2)

Industry TttleolNecurilles

Publishing

Investment Fund

Technology

Commercial

Services

Telecommunications

Industrial

Equipment

Home Furnishings

Telecommunications

Telecommunications

Telecommunications

Information

Services

Infonnation

Services

Broadcasting

Other

Technology

Held by the

Company

Senior Debt

LLClnterest

Senior Debt

Warrants to purchase

Common Stock

Subordinated Debt

Warrants to purchase

membership interest in
li,C

Senior Debt

Senior Debt

Warrants to purchase

membership interest in
LLC

Senior Debt

Warrants to purchase
Common Stock

Senior Debt

Warrants to purchase

membership interest in
LLC

Senior Debt

Senior Debt

Senior Debt

Senior Debt

Senior Debt

Subordinated Debt

Senior Preferred Stock

Subordinated

Preferred Stock

Warrants to purchase

Common Stock

Percentageof

Classlleldon

a Fully

D0utedBas|s

(l)

September 30, 2004

Cost FairValue

$ 500 $ 500

0.8 % 88 37

4.2 % 18,000 17,000

10,000 10,000

27.8 % 71 53

27.8 %

20,0 %

27,8 %

100.0 %

100.0 %

18.0 %

5,970

4,922

2,163
366

18,823

2,693

3,158

8,792

8,000
45

12,000

7,099
5,141

1,106

422

6,037

4,703

2,163
403

18,823

2,965

3,158

8,792

8,000

45

12,000
7,099

5,141

1,106

607

_;) 2004, EDGZ_R OP.l:k!!e T!"_c.
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

September 30, 2004

(dollars in thousands)

Portfolio Company Industry Title of Securities

Held by the

Company

Percentageof
Classneldon

a Fully

Diluted Basis

(I)

Cost

September 30, 2004

FairValue

The Joseph F. Biddle Publishing

Company (2)
Joseph C. Millstone
Knowledge Learning
Corporation
The Korea Times Los Angeles,
Inc.
La Grange Acquisition, L.P.
Lakeland Finance, LLC

Le-Nature' s, Inc,
Maidenform, Inc.

Majesco Holdings Inc.(6)(15)
Managed Health Care
Associates
Metropolitan
Telecommunications

Holding Company (2)

McGinnis-Johnson Consulting,
LLC (2)
MedAssets, Inc.

The Meow Mix Company
Miles Media Holding,
Inc. (2)

Minnesota Publishers, Inc. (2)
MultiPlan, Inc.
Nalco Company
New Century

Companies, Inc. (6)

Newspaper

Telecommunications
Healthcare

Newspaper

Oil and Gas
Leisure

Beverage and Tobacco
Clothing/Textiles

Leisure

Drugs

Telecommunications

Newspaper

Healthcare

Food Products
Publishing

Newspaper
Insurance
Ecological Services
Industrial Equipment

Senior Debt

Senior Debt
Senior Debt

Senior Debt

Senior Debt
Senior Debt
Subordinated Debt
Senior Debt
Senior Debt
Subordinated Debt
Common Stock
Senior Debt

Senior Debt
Subordinated Debt
Preferred Stock
Warrants to purchase
Common Stock
Unsecured Note

Senior Debt
Subordinated Debt
Senior Debt
Senior Debt
Warrants to purchase
Common Stock
Senior Debt
Senior Debt
Senior Debt
Common Stock
Warrants to purchase
Common Stock

0.3%

100.0%
28.0%

12.1%

2.3%
0.4%

500
7,138

500
7,183

9,914 9,914

5,000
5,749
1,500
2,992
4,944
1,808

57
6,194

5,047
5,749
1,500
3,032
5,030
1,844

50
6,194

13,925
12,328

1,964
2,805

13,925
12,328

1,962
4,695

1,000 1,000

4,517
2,500
3,760
7,743

20

4,574
2,550
3,699
7,743

217

14,250
4,975
4,220

157

14,250
5,025
4,275

48

$9,105 $9,105

See notes to consolidated financial statements (unaudited),
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

September 30, 2004

(dollars in thousands)

Portfolio Company

The Joseph F. Biddle Publishing

Company (2)

Joseph C. Millstone

Knowledge Learning

Corporation

The Korea Times Los Angeles,

Inc.

La Grange Acquisition, I.,.P_

Lakeland Finance, LLC

Le-Nature's, Inc.

Maidenform, Inc.

Majesco Holdings Inc.(6)(15)

Managed Health Care

Associates

Metropolitan

Telecommunications

Holding Company (2)

McGinnis-Johnson Consulting,

LLC (2)

MedAssets, Inc.

The Meow Mix Company

Miles Media Holding,

Inc. (2)

Minnesota Publishers, Inc. (2)

MultiPlan, Inc.

Nalco Company

New Century

Companies, Inc. (6)

Industry Title of Securities

Newspaper

Telecommunications

Healthcare

Newspaper

Oil and Gas

Leisure

Beverage and Tobacco

Clothing/Textiles

Leisure

Drugs

Telecommunications

Newspaper

Healthcare

Food Products

Publishing

Newspaper

Insurance

Ecological Services

Industrial Equipment

Held by the

Company

Senior Debt

Senior Debt

Senior Debt

Senior Debt

Senior Debt

Senior Debt

Subordinated Debt

Senior Debt

Senior Debt

Subordinated Debt

Common Stock

Senior Debt

Senior Debt

Subordinated Debt

Preferred Stock

Warrants to purchase
Common Stock

Unsecured Note

Senior Debt

Subordinated Debt

Senior Debt

Senior Debt

Warrants to purchase

Common Stock

Senior Debt

Senior Debt

Senior Debt

Common Stock

Warrants to purchase

Common Stock

Percentageof

ClassHeldon

a Fully

Diluted Basis

(1)

0.3%

100.0%

28.0%

12.1%

2.3%

0,4%

September 30, 2004

Cost

9,105

5OO

7,138

9,914

5,000

5,749

1,500

2,992

4,944

1,808
57

6,194

13,925

12,328

1,964

2,805

1,000

4,517

2,500

3,760

7,743

20

14,250

4,975

4,220

157

FairValue

9,105

5OO

7,183

9,914

5,047

5,749

1,500

3,032

5,030

1,844
5O

6,194

13,925

12,328

1,962

4,695

1,000

4,574

2,550

3,699

7,743

217

14,250

5,025

4,275
48

See notes to consolidated financial statements (unaudited).
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

September 30, 2004

(dollars in thousands)

Portfolio Company

New Vision
Broadcasting, L,LC (2)
New Wave
Communications, L,L,C

(2)
nii communications,
inc, (2)

Industry

Broadcasting

Cable

Telecommunications

TitleofSeeurities

Beld by tbe

Company

Senior Debt

Senior Debt

Senior Debt
Common Stock

Perrentageof

Classueldon
a Fully

Diluted Basis

(t)

2.8 %

September 30, 2004

7,642
400

7,642
189

FairValue

$16,033 $ 16,033

11,348 11,348

PartMiner, Inc. (2)

Powercom
Corporation (2)

R.R. Bowker L,L,C (2)

Refco Group
Sheridan Healthcare,
Inc,
Solo Cup Company
Sterigenics
International, Inc,
Stonebridge Press, Inc.

(2)
SXC Health Solutions,
Inc. (2) (13)
Talk America Holdings,

In formation

Services
Telecommunications

In formation

Services
Finance
Healthcare

Containers & Glass
He althcare

Newspaper

Technology

Telecommunications

Warrants to purchase
Common Stock
Senior Debt

Senior Debt
Warrants to purchase Class
A Common Stock
Senior Debt

Senior Debt
Senior Debt

Senior Debt
Senior Debt

Senior Debt

Senior Debt

Common Stock

6,009

20.7 %
2,081

278

17,450

5,000
2,925

4,979
4,988

5,204

7,600

0.8 % 499

36.5 % 1,218 2,074

6,009

2,081
103

17,450

4,998
2,962

5,026
5,050

5,204

7,600

1,089

Inc, (6)

Tippmann Sports, L,L,C
Tower Resource
Management, Inc. (6)
United Industries

Corporation
U. S, I. Holdings
Corporation
VS&A-PBI Holding

LLC(6)

L,eisure Goods
Telecommunications

Farming &
Agriculture
Insurance

Publishing

Warrants to purchase
Common Stock
Senior Debt
Warrants to purchase
Common Stock
Senior Debt

Senior Debt

L,L,C Interest

0.7 %

8.9 %

0.8 %

25

8,362

2,989

997

500

150

8,362

3,032

1,009

2004, BDGBP Cioitne Inc.
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

September 30, 2004

(dollars in thousands)

Portfolio Company

New Vision

Broadcasting, LLC (2)

NewWave

Communications, LLC

(2)
nii communications,

inc, (2)

PartMiner, Inc. (2)

Powercom

Corporation (2)

RR. Bowker LLC (2)

Refco Group

Sheridan Healthcare,

Inc.

Solo Cup Company

Sterigenics

International, Inc.

Stonebridge Press, Inc.

(2)
SXC Health Solutions,

Inc, (2) (13)

Talk America Holdings,

Inc. (6)

Tippmann Sports, LLC
Tower Resource

Management, Inc, (6)
United Industries

Corporation

U. S. I. Holdings

Corporation

VS&A-PBI Holding

LLC(6-)

Industry

Broadcasting

Cable

Telecommunications

Information

Services

Telecommunications

Information

Services

Finance

Healthcare

Containers & Glass

Healthcare

Newspaper

Technology

Telecommunications

Leisure Goods

Telecommunications

Farming &

Agriculture
Insurance

Publishing

TitleolSeeurities

Held by tile

Company

Senior Debt

Senior Debt

Senior Debt

Common Stock

Warrants to purchase
Common Stock

Senior Debt

Senior Debt

Warrants to purchase Class

A Common Stock

Senior Debt

Senior Debt

Senior Debt

Senior Debt

Senior Debt

Senior Debt

Senior Debt

Common Stock

Warrants to purchase

Common Stock

Senior Debt

Warrants to purchase

Common Stock

Senior Debt

Senior Debt

I_,LC Interest

Percentageof

Classlteldon

a Fully

Diluted Basis

(1)

September 30, 2004

2,8 °h

36.5 °,4

207 °,4

0.8 °A

0.7 °A

8.9 °A

0.8 °A

COSt

$ 16,033

11,348

7,642

4OO

1,218

6,009

2,081
278

17,450

5,000

2,925

4,979

4,988

5,204

7,600

499

25

8,362

2,989

997

500

FairValue

$ 16,033

11,348

7,642
189

2,074

6,009

2,081
103

17,450

4,998

2,962

5,026

5,050

5,204

7,600

1,089

150

8,362

3,032

1,009

,<5 2004. EDGAR O_]].ine_ Inc.



See notes to consolidated financial statements (unaudited).See notes to consolidated financial statements (unaudited).
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

September 30, 2004

(dollars in thousands)

Portfolio Company Industry TitleofSecurities

Held by the

Company

Percentageof
ClassHeldon

a Fully

Diluted Basis

(3)

September .30, 2004

Waddington North
America, Inc.
Wicks Business
Information, LLC
Wiesner Publishing

Company,
LLC (2)

WirelessLines II, Inc.
Witter Publishing Co, ,

Inc.

Wyoming Newspapers,
Inc. (2)
Total Non-affiliate
investments

Containers & Glass

Publishing

Publishing

Telecommunications
Publishing

Newspapers

Senior Debt

Unsecured Note

Senior Debt
Subordinated Debt
Warrants to purchase
membership interest in LLC
Senior Debt
Senior Debt
Warrants to purchase
Common Stock
Senior Debt

150 %

20.0 %

Cost$4,900 $

200

6,763
4,105

406

351
2,601

146

15,000

519,396

Fair Value

4,883

200

6,763
4,105

211

351
2,000

15,000

521,379

Affiliate investments(3):
All Island Media, Inc. Newspaper Senior Debt

Common Stock 8,9 %
6,800

500
6,800

500

Country Media, Inc. Newspaper Senior Debt
Common Stock 6.3 %

6,807
100

6,807
153

Executive Enterprise
Institute LLC (6)

Business Services LLC Interest 10.0 % 301

See notes to consolidated financial statements (unaudited),

."=004 . :-,Lioftp On! i nu, Tnc .
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

September 30, 2004

(dollars in thousands)

Portfolio Company

Waddington North

America, Inc,

Wicks Business

Information, LLC

Wiesner Publishing

Company,

LLC (2)

WirelessLines II, Inc.

WiRer Publishing Co.,

Inco

Wyoming Newspapers,

Inc, (2)

Total Non-affiliate

investments

Affiliate investments(3):

All Island Media, Inc.

Country Media, Inc_

Executive Enterprise

Institute LLC (6)

Industry TitleofSecurities

Containers & Glass

Publishing

Publishing

Telecommunications

Publishing

Newspapers

Newspaper

Newspaper

Business Services

Held by tile

Company

Senior Debt

Unsecured Note

Senior Debt

Subordinated Debt

Warrants to purchase

membership interest in LLC

Senior Debt

Senior Debt

Warrants to purchase

Common Stock

Senior Debt

Senior Debt

Common Stock

Senior Debt

Common Stock

LLC Interest

Percentageof

ClassHeldon

a Fully

Diluted Basis

(1)

15,0 0,4

20.0 °A

89 oA

September 30, 2004

Cost Fair Value

4,900 $ 4,883

200 200

6,763 6,763

4,105 4,105

406 211

351 351

2,601 2,000
146

15,000 15,000

519,396 521,379

6,800 6,800
500 500

6,807 6,807
100 153

301

See notes to consolidated financial statements (unaudited).
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

September 30, 2004

(dollars in thousands)

Industry TitleofSeeurities

Held by the

Company

Pereentageof
Classneldon

a Fully

Diluted Basis

(I)

September 30, 2004

Portfolio Company

On Target Media, LLC Advertising Senior Debt
Subordinated Debt
Class A LL,C Interest

Cost

$20,000 $
10,000

6.8 % 1,470

FairVnlue

20,000
10,000

1,470

Class B LLC Interest 16.9 %

Sunshine Media
Delaware, LLC (2)

Publishing

View Trust Technology, Technology
Inc. (6)
Total Affiliate investments
Control investments: Non-majority-owned (4):
Creatas, L.L„C.(2) Information Services

Senior Debt
Class A LL,C Interest

Warrants to purchase Class B
LI.,C interest

Common Stock

Senior Debt
Investor Class L,LC Interest

12.8 %

100.0 %

12,683
564

7.5 %

59,226

18,212
100.0 % 1,273

8,741

54,474

18,212
14,952

ETC Group, L,L,C (10) Publishing
Guaranty ($501)
Senior Debt
Series A LLC Interest

Series C LLC Interest

100.0 %

100.0 %

1,200
650

100

1,166

Fawcette Technical Publishing
Publications Holding (2)

Senior Debt
Subordinated Debt
Series A Preferred Stock

Common Stock

100.0 %

36.0 %

12,440
3,940
2,569

12,440
3,940
1,743

National Systems
Integration, Inc. (6) (9)

Security Alarm Senior Debt
Class B-2 Preferred Stock

910
100.0 % 4,409

Common Stock 46.0 %

Platinum Wireless, Inc. Telecommunications Senior Debt
Common Stock

836
37,0 % 4,640

836
4,534

Total Control investments: Non-majority-owned

Option to purchase Common
Stock

1.5 % 272

51,451

99

57,922

2004 . Boo!1P. Ol. i 1 l1 Inc.
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

September 30, 2004

(dollars in thousands)

Industry

Portfolio Company

On Target Media, LLC Advertising

Sunshine Media Publishing

Delaware, LLC (2)

ViewTrust Technology, Technology

Inc. (6)

Total Affiliate investments

Control investments: Non-majority-owned (4):

Creatas, L.L.C. (2) Information Services

ETC Group, LLC (10) Publishing

Fawcette Technical Publishing

Publications Holding (2)

National Systems

Integration, Inc. (6) (9)

Security Alarm

Platinum Wireless, Inc, Telecommunications

Total Control investments: Non-majority-owned

Titleo fSeeurities

Held by the

Company

Senior Debt

Subordinated Debt

Class A LLC Interest

Class B LLC Interest

Senior Debt

Class A LLC Interest

Warrants to purchase Class B

LLC interest

Common Stock

Senior Debt

Investor Class LLC Interest

Guaranty ($501)
Senior Debt

Series A LLC Interest

Series C LLC Interest

Senior Debt

Subordinated Debt

Series A Preferred Stock

Common Stock

Senior Debt

Class B-2 Preferred Stock

Common Stock

Senior Debt

Common Stock

Option to purchase Common

Stock

Percentageof

ClassHeldon

a Fully

Diluted Basis

(1)

September 30, 2004

$

6,8 °A

16.9 °A

12.8 °,4

100.0 0,4

7.5 °A

100,0 °,4

100.0 °,4

100.0 °A

1000 °A

36.0

I00_0 °A

46.0 °A

37,0

1.5 °,4

Cost FairValue

20,000 $ 20,000

10,000 10,000

1,470 1,470

12,683 8,741
564

1 3

59,226 54,474

18,212 18,212

1,273 14,952

1,200 1,166
650

100

12,440 12,440

3,940 3,940

2,569 1,743

910

4,409

836 836

4,640 4,534

272 99

51,451 57,922

_! 2004. EDGAR O_.]Jne_ I11c.
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13

r{: 2004. EDGAR On] :ne, Inc.



Ttlblc oi Contents

MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

September 30, 2004

(dollars in thousands)

Portfolio Company Industry TitleofSeeurities

Beld by the

Company

Pereentageof

Classueldon

a Fully

Diluted Basis

(3)

Cost

September 30 2004

FairValue

Control investments: Majority-owned (5):
Bridgecom Holdings, Telecommunications Senior Debt $23,634 $23,634

Inc. (2) (11)

Clear Tel
Communications,
Inc. (2) (14)

Copperstate
Technologies, Inc.

Corporate Legal Times
L„I,C.

Crystal Media Network,

LL,C (6)(7)
Interactive Business
Solutions, Inc.
Midwest Tower
Partners, LLC (2)

Superior Publishing
Corporation (2) (12)

Telecomm South,
LLC (6)
LJMAC, Inc, (6)

Telecommunications

Security Alarm

Publishing

Broadcasting

Security Alarm

Telecommunications

Newspaper

Telecommunications

Publishing

Preferred Stock
Common Stock
Senior Debt
Subordinated Debt
Preferred Stock
Common Stock
Guaranty ($196)
Senior Debt
Class A Common Stock
Class B Common Stock
Warrants to purchase Class B
Common Stock
Guaranty ($1,000)
Senior Debt
Subordinated Debt
LLC Interest

Senior Debt
L,L,C Interest

Senior Debt
Common Stock
Subordinated Debt
Preferred Stock
LLC Interest

Senior Debt
Subordinated Debt
Preferred Stock
Common Stock
Senior Debt
L,L,C Interest

Common Stock

100.0%
100.0%

100.0%
100,0%

93.0%

97.3%

90.6%

100.0%

100.0%

91.0%
79 2%

100.0%
100.0%

100.0%
100.0%

39,717

23,048
2,363
9,195

540

1,060
2,000

4,625
1,338

313
932

6,132
75

2,750
15,980

1,770
201

20,759
20,405

7,999
365

2,961
11

10,183

39,717
662

23,048
2,363

663

1,060
1,212

4,556

932
4,802

75
574

15,980
1,770

169
20,759
20,405

8,730
145
859

181

See notes to consolidated financial statements (unaudited).
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

September 30, 2004

(dollars in thousands)

Portfolio Company Industry

Control investments: Majority-owned (5):

Bridgecom Holdings, Telecommunications

Inc. (2) (11)

ClearTel

Communications,

Inc. (2) (14)

Telecommunications

Copperstate Security Alarm

Technologies, Inc.

Corporate Legal Times Publishing
I_,I.,.C.

Crystal Media Network, Broadcasting

LLC (6)(7)

Interactive Business Security Alarm

Solutions, Inc.

Midwest Tower Telecommunications

Partners, LLC (2)

Superior Publishing

Corporation (2) (12)

Newspaper

Telecomm South, Telecommunications

LLC (6)

UMAC, Inc. (6) Publishing

TitleofSecurities

Held by the

Company

Senior Debt

Preferred Stock

Common Stock

Senior Debt

Subordinated Debt

Preferred Stock

Common Stock

Guaranty ($196)

Senior Debt

Class A Common Stock

Class B Common Stock

Warrants to purchase Class B

Common Stock

Guaranty ($1,000)

Senior Debt

Subordinated Debt

LLC Interest

Senior Debt

LLC Interest

Senior Debt

Common Stock

Subordinated Debt

Preferred Stock

LLC Interest

Senior Debt

Subordinated Debt

Preferred Stock

Common Stock

Senior Debt

LLC Interest

Common Stock

Pereentageof

ClassHeldon

a Fully

Diluted Basis

o)

100,0%

100.0%

100.0%

100_0%

93,0%

97.3%

90.6%

100,0%

100.0%

91.0%

79.2%

100.0%

100.0%

100,0%

100.0%

Cost

September 30, 2004

FairValue

$ 23,634 $ 23,634

39,717

23,048

2,363

9,195
540

1,060

2,000

4,625

1,338
313

932

6,132
75

2,750

15,980

1,770
201

20,759

20,405

7,999
365

2,961
11

10,183

39,717
662

23,048

2,363
663

1,060

1,212

4,556

932

4,802
75

574

15,980

1,770
169

20,759

20,405

8,730
145

859

181

See notes to consolidated financial statements (unaudited).
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

September 30, 2004

(dollars in thousands)

Industry TitleofSeeurities

Held by the

Coll'Ipnlly

Pereentaseof
ClassHeldon

a Fully

Diluted Basis

(I)

September 30, 2004

Portfolio Company

Working Mother Media,
Inc. (6)

Publishing Senior Debt
Class A Preferred Stock

Cost$7,526 $
99.2 % 11,497

FairValue

7,526
4,294

Total Control investments: Majority-owned
Total Investments
Unearned income

Class B Preferred Stock

Class C Preferred Stock

Common Stock

Guaranty ($1,280)

100.0 % I

100.0 %

51.0 %

217,382
847,455
(13,216 )

184,116
817,891
(13,216 )

Total Investments net of unearned income $834,239 $ 804,675

See notes to consolidated financial statements (unaudited).

". 00-'. EDGBR. online Inc.
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

September 30, 2004

(dollars in thousands)

Industry

Portfolio Company

Working Mother Media,

Inc. (6)

Publishing

Total Control investments: Majority-owned
Total Investments

Unearned income

Total Investments net of unearned income

TitleofSeeurities

Held by tile

Company

Senior Debt

Class A Preferred Stock

Class B Preferred Stock

Class C Preferred Stock

Common Stock

Guaranty ($1,280)

Percentageof
ClassHeldon

a Fully

Diluted Basis

(1)

September 30, 2004

99.2 °A

100,0

100,0 °,4

51.0 o/_

Cost

7,526
11,497

1

1

1

FairValue

7,526

4,294

217,382

847,455

(13,216)

834,239

184,116

817,891

(13,216)

804,675

See notes to consolidated financial statements (unaudited).
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

December 31, 2003

(dollars in thousands)

Portfolio Company Industry TitteofSecurities Percentnseof

Clnssueldon

December 31, 2003

Held by the

Company

a Fully

DitutedBasis

(t)
Cost FairValue

Non-affiliate investments (less than 5% owned):
21st Century Newspaper Subordinated Debt $22,266 $22,266

Newspapers, Inc. Common Stock 1,0 % 453 667

aaiPharma Inc,
The Adrenaline Group,
Inc, (6)
American Consolidated
Media Inc. (2)
Auto Europe, LLC
Badoud Enterprises, Inc.

(2)
Barcom Electronic Inc.
Boucher
Communications, Inc, (2)
Bridgecom Holdings,
Inc. (2) (11)

Brookings Newspapers,
L.L,.C. (2)
Cambridge Information

Group, Inc. (2)
CCG Consulting, LLC

Community Media

Group, Inc. (2)
Connective Corp, (6) (15)

Drugs
Technology

Newspaper

Equipment Leasing

Newspaper

Security Alarm

Publishing

Telecommunications

Newspaper

Information Services

Business Services

Newspaper

Leisure Goods

Senior Debt
Common Stock

Senior Debt

Senior Debt
Senior Debt

Senior Debt
Senior Debt
Stock Appreciation Rights
Senior Debt
Warrants to purchase Common
Stock
Senior Debt

Senior Debt

Senior Debt
Warrants to purchase
lnembership interest in LLC
Senior Debt

Common Stock

2.7 %

13.0 %

21.5 %

0.2 %

4,875

19,300

10,000
7,675

3,393
1,400

22, 114
2,122

2,700

15,450

1,451

10,345

4,875
4

19,300

10,000
7,675

3,393
1,400

340
22, 114

4,364

2,700

15,450

1,451

10,345

Creative Loafing, Inc, (2) Newspaper
Crescent Publishing Newspaper
Company LLC (2)

Senior Debt
Senior Debt

14,050
14,304

14,050

14,304

See notes to consolidated financial statements (unaudited).
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

December 31, 2003

(dollars in thousands)

Portfolio Company Industry

Non-affiliate investments (less than 5% owned):

21 st Century Newspaper

Newspapers, Inc.

aaiPharma Inc. Drugs

The Adrenaline Group, Technology

Inc. (6)

American Consolidated Newspaper

Media Inc. (2)

Auto Europe, LLC Equipment Leasing

Badoud Enterprises, Inc. Newspaper

(2)
Barcom Electronic Inc. Security Alarm

Boucher Publishing

Communications, Inc. (2)

Bridgecom Holdings, Telecommunications

Inc. (2) (11)

Brookings Newspapers,

L.L.C. (2)

Cambridge Information

Group, Inc. (2)

CCG Consulting, LLC

Newspaper

Information Services

Business Services

Community Media Newspaper

Group, Inc. (2)

Connective Corp. (6) (15) Leisure Goods

Creative Loafing, Inc. (2) Newspaper

Crescent Publishing Newspaper

Company LLC (2)

TitleofSecurities

Held by the

Company

Percentageof

ClassHeldon

a Fully
DilutedBasis

(1)

December 3 I, 2003

Cost FairValue

Subordinated Debt $ 22,266 $ 22,266

Common Stock 1,0 % 453 667

Senior Debt 4,875 4,875

Common Stock 2.7 °A -- 4

Senior Debt 19,300 19,300

Senior Debt 10,000 I0,000

Senior Debt 7,675 7,675

Senior Debt 3,393 3,393

Senior Debt 1,400 1,400

Stock Appreciation Rights -- 340

Senior Debt 22,114 22,114

Warrants to purchase Common 13.0 °h 2,122 4,364

Stock

Senior Debt 2,700 2,700

Senior Debt 15,450 15,450

Senior Debt 1,451 1,451

Warrants to purchase 21.5 °A -- --

membership interest in LLC

Senior Debt 10,345 10,345

Common Stock 0.2 °A 57 25

Senior Debt 14,050 14,050

Senior Debt 14,304 14,304

See notes to consolidated financial statements (unaudited).
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

December 31, 2003

(dollars in thousands)

Industry TitleofSecurities

Heldby the

Company

Percentageof

ClassHeldon

a Fully

DilutedBasis

December 31, 2003

Portfolio Company

Cruz Bay
Publishing,
Inc. (2)
Dakota Imaging,
Inc.

dick clark

productions,
inc.

Publishing

Technology

Broadcasting

Senior Debt

Subordinated Debt
Senior Debt

Warrants to purchase Common
Stock
Subordinated Debt

Warrants to purchase Common
Stock
Common Stock

5.6%

9.4 %

0.4 %

Cost

$6,200 $

4,035
7,062

1,586

16,479

858

150

FairValue

6,200

4,035
7,062

1,671

16,479

639

49

Dowden Health

Media, Inc.
The e-Media Club,
LLC(6)
FTI Technologies
Holdings, Inc. (2)

Publishing

Investment Fund

Technology

Hometown

Telephone, LLC (6)
1-55 Internet

Services,
Inc.

Telecommunications

Telecommunications

IDS Telcom LL,C Telecommunications

Images. corn, Inc.

Information Today,
Inc.(2)
Jeffrey A. Stem (6)

Information

Services
Information

Services
Other

Graycom, LLC (6) Telecommunications

Senior Debt

L,L,C Interest

Senior Debt
Warrants to purchase Common
Stock
Warrants to purchase
membership interest in LLC
Warrants to purchase
membership interest in LLC
Senior Debt

Warrants to purchase Common
Stock
Senior Debt
Warrants to purchase
membership interest in LLC
Senior Debt

Senior Debt

Senior Debt

0.8 %

4.2 %

27.8 %

27,8 %

7.5 %

27.8 %

22,450

71

2,301

103

18,823

2,693

3,188

9,192

50

700

27

22,450

74

2,301

156

18,823

3,101

1,722

9,192

50

See notes to consolidated financial statements (unaudited).
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

December 31, 2003

(dollars in thousands)

Portfolio Company

Cruz Bay

Publishing,

Inc. (2)

Dakota Imaging,
Inc.

dick clark

productions,
inc.

Dowden Health

Media, Inc.

The e-Media Club,

LLC(6)

FTI Technologies

Holdings, Inc. (2)

Graycom, LLC (6)

Hometown

Telephone, LLC (6)
1-55 Intemet

Services,

Inc.

IDS Telcom LLC

Publishing

Technology

Industry

Broadcasting

Publishing

Investment Fund

Technology

Telecommunications

Telecommunications

Telecommunications

Telecommunications

Images.com, Inc. Information

Services

Information Today, Information

Inc.(2) Services

Jeffrey A. Stern (6) Other

TitleofSecurities

Heldby the

Company

Senior Debt

Subordinated Debt

Senior Debt

Warrants to purchase Common
Stock

Subordinated Debt

Warrants to purchase Common

Stock

Common Stock

Senior Debt

LLC Interest

Senior Debt

Warrants to purchase Common

Stock

Warrants to purchase

membership interest in LLC

Warrants to purchase

membership interest in LLC

Senior Debt

Warrants to purchase Common

Stock

Senior Debt

Warrants to purchase

membership interest in I, LC

Senior Debt

Senior Debt

Senior Debt

Percentageof

ClassHeldon

a Fully

DilutedBasis

(1)
Cost

$ 6,200

4,035

7,062

9.4 °A 1,586

16,479

5.6% 858

0.4 °A 150

700

0,8 _ 88

22,450
4.2 °A

27.8 °,4 71

27.8 °A

2,301

7.5 °A 103

18,823

27.8 °,4 2,693

3,188

9,192

50

December 31,2003

FairValue

$ 6,200

4,035

7,062

1,671

16,479

639

49

700

27

22,450

74

2,301

156

18,823

3,101

1,722

9,192

50

See notes to consolidated financial statements (unaudited).
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

December 31, 2003

(dollars in thousands)

Portfolio Company Industry Title of Securities Pcrcentageof

ClassHeldon

December 31 2003

Beld by tbe

Company

a Fully

Dilutedaasis

Cost FairValue

The Joseph F. Biddle
Publishing Company (2)
Joseph C. Millstone
The Korea Times Los
Angeles, Inc.
Manhattan
Telecommunications
Corporation (2)

Newspaper

Telecommunications

Newspaper

Telecommunications

Marketron International, Inc.

(6) (8)
McGinnis-Johnson
Consulting, L,L,C (2)
The Meow Mix Company
Midwest Towers Partners,
LLC (2)
Miles Media Group,
Inc. (2)

Business Services

Newspaper

Food Products
Telecommunications

Publishing

Minnesota Publishers, Inc. (2) Newspaper

New Century Industrial

Senior Debt

Senior Debt
Senior Debt

Senior Debt
Subordinated Debt
Preferred Stock

Warrants to purchase
Common Stock
Warrants to purchase
Common Stock
Subordinated Debt

Senior Debt
Senior Debt

Senior Debt
Warrants to purchase
Common Stock
Senior Debt
Common Stock

500
10,602

500
10,602

1000 '/

28.0 %

13,925
12,328

1,800

2,805

13,925

12,328

1,854

4,021

1.5 %

10,5.31 10,531

4,969
17,009

4,969
17,009

12,4 %
7,906

21

7,906
21

14,250
2.3 % 157

14,250
144

10,305 $ 10,305

Companies, Inc, (6)

New Vision Broadcasting,
L,LC (2)
New Wave Communications,
L,LC(2)

Equipment

Broadcasting

Cable

Warrants to purchase
Common Stock
Senior Debt

Senior Debt

0.4 %

13,367 13,367

See notes to consolidated financial statements (unaudited),

18
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

December 31, 2003

(dollars in thousands)

Portfolio Company

The Joseph F_Biddle
Publishing Company (2)

Joseph C. Millstone
The Korea Times Los

Angeles, Inc.
Manhattan
Telecommunications

Corporation (2)

Marketron International, Inc.
(6) (8)
McGinnis-Johnson

Consulting, I_,LC(2)
The Meow Mix Company
Midwest Tower's Partners,
LLC (2)
Miles Media Group,
Inc. (2)

Minnesota Publishers, Inc. (2)
New Century

Companies, Inc. (6)

New Vision Broadcasting,
I,LC (2)
New Wave Communications,
LLC(2)

Industry

Newspaper

Telecommunications

Newspaper

Telecommunications

Business Services

Newspaper

Food Products
Telecommunications

Publishing

Newspaper
Industrial

Equipment

Broadcasting

Cable

Title of Securities

Held by tile

Company

Senior Debt

Senior Debt
Senior Debt

Senior Debt
Subordinated Debt
Preferred Stock

Warrants to purchase
Common Stock

Warrants to purchase
Common Stock
Subordinated Debt

Senior Debt
Senior Debt

Senior Debt

Warrants to purchase
Common Stock
Senior Debt
Common Stock

Warrants to purchase
Common Stock
Senior Debt

Senior Debt

Percentageof

ClassHeldon

a Fully

DilutedBasis

(1)
Cost

$ 10,305

500

10,602

13,925
12,328

100.0 _ 1,800

28.0 °A 2,805

1.5 °,4

10,531

4,969
17,OO9

7,906
12.4 °A 21

14,250
23 °Z 157

0.4 °A

13,367

8,804

December 3 I, 2003

FairValue

$ 10,305

5OO

10,602

13,925
12,328
1,854

4,021

10,531

4,969
17,009

7,906
21

14,250
144

13,367

8,804

See notes to consolidated financial statements (unaudited).
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

December 31,2003

(dollars in thousands)

Industry TitlcofSecurities

Beld by the

Company

Pcrccntagcof

ClassHeldon

a Fully

Dilutedaasis

(I)

December 31, 2003

Portfolio Company

nii communications, Telecommunications Senior Debt

Cost

$7,353 $

FairValue

7)353

inc. (2)

Pacific-Sierra

Publishing, Inc.
Powercom
Corporation (2)

Newspaper

Telecommunications

R.R. Bowker LLC (2) Information

Services

NOW Communications, Telecommunications
Inc. (2)

Common Stock

Warrants to purchase
Common Stock
Senior Debt
Warrants to purchase
Common Stock
Senior Debt

Senior Debt
Warrants to purchase Class
A Common Stock
Senior Debt

Warrants to purchase
membership interest in LLC

3.0 '/( 400

38.5 '/( 1,218

10.0 '/&

4,783

25,734

9,500

14.0 '/( 882

2, 160
18.6 '/& 263

137

1,501

4, 125

25,734

2, 160
211

9,500

1,434

Robert N. Snyder

Stonebridge Press, Inc.
(2)
SXC Health Solutions,
Inc. (2) (13)
Ta!k America Holdings,

Inc. (6)

TGI Group, LLC

Information

Services
Newspaper

Technology

Telecommunications

Information

Services

Senior Debt

Senior Debt

Senior Debt

Common Stock

Warrants to purchase
Common Stock
Senior Debt

Warrants to purchase
membership interest in LLC

1,300

5,466

7,600

0.8 o/& 499

0,8 '/& 25

6,225

5,0 '/( 126

1,300

5,466

7,600

2,484

474

6,225

Tower Resource
Management, Inc.

Telecommunications Senior Debt
Warrants to purchase
Common Stock

8.9 '/&

1,503 1,503

i)37 i )I) ' &]c T)1r
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

December 31, 2003

(dollars in thousands)

Portfolio Company

nii communications,

inc. (2)

NOW Communications,

Inc. (2)

Pacific-Sierra

Publishing, Inc.

Powercom

Corporation (2)

RR. Bowker LLC (2)

Robert N. Snyder

Stonebridge Press, Inc.

(2)
SXC Health Solutions,

Inc. (2) (13)

Talk America Holdings,

Inc. (6)

TGI Group, LLC

Tower Resource

Management, Inc.

Industry

Telecommunications

Telecommunications

Newspaper

Telecommunications

Information

Services

Information

Services

Newspaper

Technology

Telecommunications

Information

Services

Telecommunications

TitleofSecurities

Held by the

Company

Senior' Debt

Common Stock

Warrants to purchase
Common Stock

Senior Debt

Warrants to purchase

Common Stock

Senior Debt

Senior Debt

Warrants to purchase Class
A Common Stock

Senior Debt

Warrants to purchase

membership interest in LLC

Senior Debt

Senior Debt

Senior Debt

Common Stock

Warrants to purchase

Common Stock

Senior Debt

Warrants to purchase

membership interest in LLC

Senior Debt

Warrants to purchase

Common Stock

Percentageof

ClassHeldon

a Fully

DilutedBasis

(l)

December 3 I, 2003

Cost

$ 7,353

3.0 °A 400

38.5 °A 1,218

4,783

10,0 °A

25,734

2,160

18,6 °,4 263

9,500

FairValue

$

14,0 °A 882

1,300

5,466

7,600

0.8 0,4 499

0.8 °A 25

6,225

5,0 °A 126

1,503

8.9 °A

7,353

137

1,501

4,125

25,734

2,160

211

9,500

1,434

1,300

5,466

7,600

2,484

474

6,225

1,503

{i[) 2004, EDGAR O{]iine r Inc.
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

December 31, 2003

(dollars in thousands)

Portfolio Compeny Industry Title of Securities

iield l&y lbe

Contpnny

Percenlegeo

f
Clnssneldon

n Fully

Diluledatmls

Dcccmbcr 3!,2003

fkk

Cost Fmr Volue

VS&A-PBI Holding

LL,C(6)
Wicks Business

Information, LLC
Wiesner Publishing

Company,

LL,C (2)

Publishing

Publishing

Publishing

WirelessLines II, Inc.

Witter Publishing

Co.,
Inc.

Wyoming

Newspapers, Inc. (2)
Total Non-affiliate

investments

Affiliate

investments (3):
All Island Media, Inc.

Telecommunications

Publishing

Newspaper

Newspaper

Creatas, L,L,.C. (2) Information Services

Executive Enterprise

Institute, LLC (6)
Netplexus

Corporation (2) (6)

Business Services

Technology

Country Media, Inc, Newspaper

L,L,C Interest

Unsecured Note

Senior Debt

Subordinated Debt

Warrants to purchase membership interest in

LLC

Senior Debt

Senior Debt

Warrants to purchase Common Stork

Senior Debt

Senior Debt

Common Stock

Senior Debt

Common Stock

Senior Debt

Investor Class LLC Interest Guaranty

($501)
L,LC Interest

Senior Debt

Preferred Stock

Warrants to purchase Class A Common

Stock

200

15.0%

5,461

5,623

406

437
2,340

10.5% 87

10,378

477,732

9.1%

6.3%

100 0%

8,000
500

7, 176
100

17,735

1,273

10.0% 301

51,0%
4.8%

1,817
766

0.8% $500 $

200

5,461

5,623

398

437

2,340

78

10,.378

482, 112

8,000
500

7, 176

134

17,735

2,951

170

See notes to consolidated financial statements (unaudited).
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

December 31, 2003

(dollars in thousands)

Portfolio Company Industry

VS&A-PBI Holding Publishing

LLC(6)

Wicks Business Publishing

Information, LLC

Wiesner Publishing Publishing

Company,

LLC (2)

WirelessLines lI, Inc. Telecommunications

Witter Publishing Publishing

Co.,

Inc.

Wyoming Newspaper

Newspapers, Inc. (2)

Total Non-affiliate

investments

Affiliate

investments (3):

All Island Media, Inc. Newspaper

Country Media, Inc. Newspaper

Creatas, L.L.C. (2) Infonnation Services

Executive Enterprise Business Services

Institute, LLC (6)

Netplexus Technology

Corporation (2) (6)

Title of Securities

Ileld by tile

Company

LLC Interest

Unsecured Note

Senior Debt

Subordinated Debt

Warrants to purchase membership interest in

LLC

Senior Debt

Senior Debt

Warrants to purchase Common Stock

Senior Debt

Senior Debt

Common Stock

Senior Debt

Common Stock

Senior Debt

Investor Class LLC Interest Guaranty

($5oi)

LLC Interest

Senior Debt

Preferred Stock

Warrants to purchase Class A Common

Stock

Percentageo

f

Chlsslleldon

a Fully

DilutedBasts

(i)

0.8% $

15,0%

10.5%

9,1%

6,3%

100.0%

10.0%

51,0%

4.8%

Cost

500

200

5,461

5,623

406

437

2,340

87

10,378

477,732

8,000

500

7,176

100

17,735

1,273

301

1,817

766

December 31,2003

Fair Value

$

200

5,461

5,623

398

437

2,340

78

10,378

482,112

8,000

500

7,176

134

17,735

2,951

170

See notes to consolidated financial statements (unaudited).
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

December 31, 2003

(dollars in thousands)

Portfoao Company Industry ntleofSecurltles

Heldby the

Percentas

eof

Classlleldo

Occcmbcr 3 l, 2003

Company
a Fully

Diluted

Basis

Sunshine Media

Delaware,

Publishing Senior Debt

Class A LLC Interest 12.8 %

Cost

12,839
564

Fairvaluc

S 12,516

L,L,C (2) Warrants to purchase Class B L,LC interest 100,0 %

View Trust

Technology (6)
Total Affiliate
investments

Control investments: Non-majority-owned (4):
ETC Group, LLC Publishing

(10)

Common Stock

Senior Debt

Series A LL,C Interest

7.5 %

1000 %

51,072

1,200

650

49, 183

1,200

650

Series C LLC Interest 100.0 % 100 100

Fawcette Technical Publishing

Publications

Holding (2)

Senior Debt

Subordinated Debt

Series A Preferred Stock 100.0 %

12,160

3,906
2,569

12,160

3,906
718

Common Stock 360 %

National Systems Security Alarm

Integration, Inc. (9)

Senior Debt

Class B-2 Preferred Stock IPPP %
500

4,409
500

3,833

Common Stock 46.0 %

Platinum Wireless, Telecommunications

Inc.

Senior Debt

Common Stock 37.0 %

875

4,640

875

4,519

Options to purchase Common Stock 1.5 % 272 98

Total Control investments: Non-majority-owned 31,281 28,559

See notes to consolidated financial statements (unaudited).
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

December 31, 2003

(dollars in thousands)

Portfolio Company Industry

Sunshine Media Publishing

Delaware,

t,t,c (2)

ViewTrust Technology

Technology (6)

Total Affiliate

investments

Control investments: Non-majority-owned (4):

ETC Group, LLC Publishing

(10)

Fawcette Technical

Publications

Holding (2)

Publishing

National Systems Security Alarm

Integration, Inc. (9)

Platinum Wireless, Telecommunications

Inc,

Total Control investments: Non-majority-owned

l_ltleolSecurlties

Iteldby the

Company

Senior Debt

Class A LLC Interest

Warrants to purchase Class B LLC interest

Common Stock

Senior Debt

Series A LLC Interest

Series C LLC Interest

Senior Debt

Subordinated Debt

Series A Preferred Stock

Common Stock

Senior Debt

Class B-2 Preferred Stock

Common Stock

Senior Debt

Common Stock

Options to purchase Common Stock

Percentag

eof

Classneldo

n

a Fully

Diluted

Basis

(1)

$
128 %

100,0 %

7.5 %

100.0 %

100.0 %

100,0 %

36,0 %

100,0 %

46.0 %

37.0 %

1.5 %

Cut

12,839

564

I

51,072

December 3 I, 2003

FairValue

$

1,200

650

100

12,160

3,906

2,569

50O

4,409

875

4,640

272

31,281

12,516

1

49,183

1,200

650

100

12,160

3,906

718

500

3,833

875

4,519

98

28,559

See notes to consolidated financial statements (unaudited).
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

December 31, 2003

(dollars in thousands)

Portfolio Company Industry ritleofSccurities

Hcldby the

Company

Percentageof

Classueldon

a Fully

Diluted Basis

December 3 I, 2003

Control investments: Majority-owned (5);
AM I Telecommunications Senior Debt

0)
Cost

$3,100 $

Fairvalue

237

Telecommunications
Corporation (2) (6)

Series A-1 Preferred
Stock
Series A-2 Preferred
Stock
Series A-3 Preferred

Stock
Common Stock

82.3

1 00.0

37.5

5.1

700

1,995

1,100

200

Biznessonl inc. corn,
Inc. (2) ( 14)

Telecommunications Senior Debt
Preferred Stock

Common Stock

100.0

73.2

18,556

4,864

540

1 8,556

Copperstate
Technologies, Inc,

Security Alarm Senior Debt
Class A Common Stock 93.0

910
2,000

910
2, 160

Class B Common Stock 0.1

Corporate Legal Times
L,.L,.C.

Publishing

Warrants to purchase
Class B Common Stock
Senior Debt
Subordinated Debt
LLC Interest

99.9

4,624

1,340
90.6 % 313

1,343

4,302

Security Alarm

Crystal Media Network, L,L,C Broadcasting

(7)
Interactive Business
Solutions, Inc.

LL,C Interest

Senior Debt
Common Stock

100.0 % 6,132

75
100.0 % 2,750

5,149

75

1,351

Superior Publishing

Corporation. (2) (15)
Newspaper Senior Debt

Subordinated Debt
Preferred Stock

20,760
28,000

1000 % 7999

20,760
28,000

7,999

Telecomm North Telecommunications

Common Stock

Preferred Stock

100.0 1

1 00.0 % 31,856 3 1,856

"'Ccc aoi', '-'T ti t] ', "o l
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

December 31, 2003

(dollars in thousands)

Portfolio Company Industry

Control investments: Majority-owned (5):

AMI

Telecommunications

Corporation (2) (6)

Biznessonline.com,

Inc_ (2) (14)

Telecommunications

Telecommunications

Copperstate Security Alarm

Technologies, Inc.

Corporate Legal Times Publishing

L,.I_,.C

Crystal Media Network, LLC

(7)
Interactive Business

Solutions, Inc.

Superior Publishing

Corporation_ (2) (15)

Telecomm North

Broadcasting

Security Alarm

Newspaper

Telecommunications

TitleofSeeurities

Heldby the

Company

Senior Debt

Series A-1 Preferred

Stock

Series A-2 Preferred

Stock

Series A-3 Preferred

Stock

Common Stock

Senior Debt

Preferred Stock

Common Stock

Senior Debt

Class A Common Stock

Class B Common Stock

Warrants to purchase

Class B Common Stock

Senior Debt

Subordinated Debt

LLC Interest

LI,C Interest

Senior Debt

Common Stock

Senior Debt

Subordinated Debt

Preferred Stock

Common Stock

Preferred Stock

Pereentageof

ClassHeldon

a Fully

Diluted Basis

(1)
Cost

$ 3,100

823 °A 700

100.0 °h 1,995

375 °A 1,100

5.1 °A 200

18,556

100.0 °A 4,864

73,2 °A 540

910

93.0 °A 2,000

0.1 °A

99,9 °A

4,624

1,340

90.6 °A 313

100.0 °A 6,132

75

100.0 _ 2,750

20,760

28,000

100.0 °A 7,999

100.0 °A 1

100.0 °Z 31,856

December 3 I, 2003

FairValue

$ 237

18,556

910

2,160

1

1,343

4,302

5,149

75

1,351

20,760

28,000

7,999

1

31,856

•(f' 2(304 . E'i)_l_'-',_ '_)l?].i he:-, _n_:: .



Corp. (11) Common Stock 100.0 %

Telecomm South,
LLC (6)

Telecommunications Senior Debt
LLC Interest

3,292
100.0 % 10

See notes to consolidated financial statements (unaudited).
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Corp. (11)

Telecomm South,

LLC (6)

Telecommunications

Common Stock

Senior Debt

LLC Interest

100.0 °A

100.0 °A

3,292

10

2,210

See notes to consolidated financial statements (unaudited).
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

December 31, 2003

(dollars in thousands)

Industry Title or Securities

Held by the

Company

Percentageoi

ClassHeldon

a Fully

Diluted Basis

December 31, 2003

Portfolio Company

UMAC, Inc. (6)

Working Mother
Media, Inc. (6)

Publishing

Publishing

Common Stock

Senior Debt
Class A Preferred Stock

Class B Preferred Stock

Class C Preferred Stock

98.8 %

100.0 %

100.0 %

8,026

8,497

Cost

100.0 %$10,375 $

Fair Value

8,026

5,808

Common Stock 51.0 %

Total Control investments: Majority-owned
Total Investments
Unearned income

168,018
728, 103

(16,416 )

139,088
698,942

(16,416 )

Total Investments net of unearned income $711,687 $ 682,526

(I) The "percentage of class held on a fully diluted basis" represents the percentage of the class of security we may own assuming

we exercise our warrants or options (whether or not they are in-the-money) and assuming that warrants, options or convertible

securities held by others are not exercised or converted. We have not included any security which is subject to significant

vesting contingencies. Common stock, preferred stock, warrants, options and equity interests are generally non-income

producing and restricted. The percentage was calculated based on the most current outstanding share information available to us

(i) in the case of private companies, provided by that company, and (ii) in the case of public companies, provided in that

company's most recent public filings with the SEC.

(2) Some of the securities listed are issued by affiliate(s) of the listed portfolio company.

(3) Affiliate investments are generally defined under the Investment Company Act of 1940 as companies in which MCG owns at least

5% but not more than 25% of the voting securities of the company.

(4) Non-majority owned control investments are generally defined under the Investment Company Act of 1940 as companies in

which MCG owns more than 25% but not more than 50% of the voting securities of the company.

300». ED(seep Qniinu, in(-
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MCG Capital Corporation

Consolidated Schedule of Investments (unaudited)

December 31, 2003

(dollars in thousands)

Industry

Portfolio Company

UMAC, Inc. (6)

Working Mother

Media, Inc. (6)

Publishing

Publishing

Total Control investments: Majority-owned
Total Investments

Unearned income

Total Investments net of unearned income

Title of Securities Percentageof

ClassHeldon

Held by tile
a Fully

Diluted Basis
Company

(l)
Cost

Common Stock 100.0 °A$ 10,375

Senior Debt 8,026

Class A Preferred Stock 98,8 °A 8,497

Class B Preferred Stock 100.0 °A 1

Class C Preferred Stock 100.0 °A

Common Stock 51.0 °A

December 3 I, 2003

Fair Value

$ 344

8,026

5,808

I

1

168,018 139,088

728,103 698,942

(16_16) (16_16)

$ 711,687 $ 682,526

(1) The "percentage of class held on a fully diluted basis" represents the percentage of the class of security we may own assuming

we exercise our warrants or options (whether or not they are in-the-money) and assuming that warrants, options or convertible

securities held by others are not exercised or converted. We have not included any security which is subject to significant

vesting contingencies_ Common stock, preferred stock, warrants, options and equity interests are generally non-income

producing and restricted. The percentage was calculated based on the most current outstanding share information available to us

(i) in the case of private companies, provided by that company, and (ii) in the case of public companies, provided in that

company's most recent public filings with the SEC.

(2) Some of the securities listed are issued by affiliate(s) of the listed portfolio company_

(3) Affiliate investments are generally defined under the Investment Company Act of 1940 as companies in which MCG owns at least

5% but not more than 25% of the voting securities of the company.

(4) Non-majority owned control investments are generally defined under the Investment Company Act of 1940 as companies in

which MCG owns more than 25% but not more than 50% of the voting securities of the company,
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(5) Majority owned investments are generally defined under the Investment Company Act of 1940 as companies in which MCG owns

more than 50% of the voting securities of the company.

(6) Non-income producing at the relevant period end.

(7) In February 2003, we acquired the assets of NBG Radio Networks, Inc. in satisfaction of debt, The assets are held and operated

through Crystal Media Network, LLC, which is a wholly owned portfolio company of MCG Capital Corporation.

(8) In February 2003, BuyMedia lnc, changed its name to Marketron International, Inc.

(9) ln March 2003, we converted $8,631 of senior debt and $1,262 of debtor in possession financing in Intellisec Holdings, Inc. , into

preferred and common stock in connection with a plan of reorganization. In March 2003, Intellisec Holdings, Inc. changed its

name to National Systems Integration, Inc. In June 2004, National Systems Integration, Inc. ceased operations and filed for

protection under Chapter 7 of the United States Bankruptcy Code.

See notes to consolidated financial statements (unaudited).
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(5) Majority owned investments are generally defined under the Investment Company Act of 1940 as companies in which MCG owns
more than 50% of the voting securities of the company.

(6) Non-income producing at the relevant period end.

(7) In February 2003, we acquired the assets of NBG Radio Networks, Inc. in satisfaction of debt. The assets are held and operated
through Crystal Media Network, LLC, which is a wholly owned portfolio company of MCG Capital Corporation_

(8) In February 2003, BuyMedia Inc. changed its name to Marketron International, Inc.

(9) In March 2003, we converted $8,631 of senior debt and $1,262 of debtor in possession financing in Intellisec Holdings, Inc, into

preferred and common stock in connection with a plan of reorganization. In March 2003, Intellisec Holdings, Inc. changed its
name to National Systems Integration, Inc. In June 2004, National Systems Integration, Inc. ceased operations and filed for
protection under Chapter 7 of the United States Bankruptcy Code.

See notes to consolidated financial statements (unaudited),
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(10) In July 2003, we acquired the assets of THE Journal LLC in satisfaction of debt and transferred those assets to a wholly owned

subsidiary, ETC Group, LLC. In August 2003, we sold 50% of the equity in ETC Group, LLC to third party investors.

(11) In December 2003, Telecomm North Corp. , a wholly owned portfolio company, entered into an agreement to merge with another

of our portfolio companies, Bridgecom Holdings, Inc. The merger was completed in March 2004 with Bridgecom Holdings, Inc,

as the surviving corporation.

(12) In December 2003, Superior Publishing Inc. , a wholly owned portfolio company, purchased the stock of one of our portfolio

companies, Murphy McGinnis Media, Inc,

(13) In July 2003, Systems Xcellence USA, Inc. changed its name to SXC Health Solutions, lnc,

(14) In February, 2004, BiznessOnline. corn, Inc. changed its name to ClearTel Communications, Inc.

(15) In April, 2004, Connective Corp. changed its name to Majesco Holdings Inc,

See notes to consolidated financial statements (unaudited).
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"Fable of Coments

(10) In July 2003, we acquired the assets of THE Journal LLC in satisfaction of debt and transferred those assets to a wholly owned
subsidiary, ETC Group, LLC, In August 2003, we sold 50% of the equity in ETC Group, I,LC to third party investors.

(ll) In December 2003, Telecomm North Corp., a wholly owned portfolio company, entered into an agreement to merge with another
of our portfolio companies, Bridgecom Holdings, Inc. The merger was completed in March 2004 with Bridgecom Holdings, Inc.
as the surviving corporation.

(12) In December 2003, Superior Publishing Inc., a wholly owned portfolio company, purchased the stock of one of our portfolio
companies, Murphy McGinnis Media, Inc.

(13) In July 2003, Systems Xcellence USA, Inc. changed its name to SXC Health Solutions, lnc.

(14) In February, 2004, BiznessOnline.com, Inc. changed its name to ClearTel Communications, Inc.

(15) In April, 2004, Connective Corp. changed its name to Majesco Holdings Inc.

See notes to consolidated financial statements (unaudited).

24

";' 2004. EDGAR O1_.].ine, Inc.



I able ot Colltcllts

MCG Capital Corporation

Notes To Consolidated Financial Statements (unaudited)

(in thousands except share and per share amounts).

Note I.Description of Business and Unaudited Interim Consolidated Financial Statements Basis of Presentation

MCG Capital Corporation ("MCG" or the "Company" or "we" or "us" or "our") is a solutions-focused financial services company

providing financing and advisory services to a variety of small- and medium-sized companies throughout the IJnited States with a

focus on growth oriented companies. Currently, our portfolio consists primarily of companies in the communications, information

services, media and technology, including software and technology-enabled business services, industry sectors. Our capital is

generally used by our portfolio companies to finance acquisitions, recapitalizations, management buyouts, organic growth and

working capital, Prior to its name change effective June 14, 2001, the Company's legal name was MCG Credit Corporation. The

Company is a non-diversified internally managed, closed-end investment company that has elected to be treated as a business

development company under the Investment Company Act of 1940, as amended ("1940Act").

On March 3, 2004, MCG filed a Form N-2 Registration Statement with the Securities and Exchange Commission ("SEC")which allows

MCG to offer, from time to time, 6,320,896 shares of common stock in one or more offerings and allows certain selling shareholders

named therein to offer, from time to time, up to 11,679,104 shares of common stock in one or more offerings. In connection with this

Registration Statement, on May 26, 2004 MCG raised $56,250 of gross proceeds by selling 3,750,000 shares of common stock at an

offering price of $15.00 per share. On June 8, 2004, the underwriters in the May 26, 2004 offering exercised their over-allotment option

and purchased an additional 562,500 shares of common stock at an offering price of $15.00 per share. As a result of the underwriters

exercising their over-allotment, MCG raised an additional $8,4,38 of gross proceeds. Also in connection with this Registration

Statement, on September 21, 2004, MCG raised $35,388 of gross proceeds by selling 2,008,396 shares of common stock at an offering

price of $17.62 per share. On September 29, 2004, the underwriters in the September 21, 2004 offering exercised their over-allotment

option and purchased an additional 301,259 shares of common stock at an offering price of $17.62 per share, which were registered on a

registration statement on Form N-2 filed on September 16, 2004. As a result of the underwriters exercising their over-allotment, MCG

raised an additional $5,308 of gross proceeds.

Interim consolidated financial statements of MCG are prepared in accordance with generally accepted accounting principles ("GAAP")

for interim financial information and pursuant to the requirements for reporting on Form 10-Q and Article 10 of Regulation S-X,

Accordingly, certain disclosures accompanying annual consolidated financial statements prepared in accordance with GAAP are

omitted. In the opinion of management, all adjustments, consisting solely of normal recurring accruals, considered necessary for the

fair presentation of financial statements for the interim periods, have been included. The current period's results of operations are not

necessarily indicative of results that ultimately may be achieved for the year, The interim unaudited consolidated financial statements

and notes thereto should be read in conjunction with the financial statements and notes thereto included in the Company's Form 10-K

for the fiscal year ended December 31, 2003, as filed with the SEC.

The accompanying financial statements reflect the consolidated accounts of MCG, including MCG-Kagan Research, Inc. and MCG's

special purpose financing subsidiaries, MCG Finance I, LLC, MCG Finance II, LLC, MCG Finance III, LLC, MCG Finance IV, LLC, and

MCG Finance V, LLC, with all significant intercompany balances eliminated, and the related consolidated results of operations. In

accordance with Article 6 of Regulation S-X under the Securities Act of 1933 and Securities Exchange Act of 1934, the Company does

not consolidate portfolio company investments, including those in which it has a controlling interest.
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MCG Capital Corporation

Notes To Consolidated Financial Statements (unaudited)

(in thousands except share and per share amounts).

Note 1.Description of Business and Unaudited Interim Consolidated Financial Statements Basis of Presentation

MCG Capital Corporation ("MCG" or the "Company" or "we" or "us" or "our") is a solutions-focused financial services company
providing financing and advisory services to a variety of small- and medium-sized companies throughout the United States with a
focus on growth oriented companies. Currently, our portfolio consists primarily &companies in the communications, information
services, media and technology, including software and technology-enabled business services, industry sectors. Our capital is

generally used by our portfolio companies to finance acquisitions, recapitalizations, management buyouts, organic growth and
working capital. Prior to its name change effective June 14, 2001, the Company's legal name was MCG Credit Corporation. The
Company is a non-diversified internally managed, closed-end investment company that has elected to be treated as a business
development company under the Investment Company Act of 1940, as amended ("1940 Act").

On March 3, 2004, MCG filed a Form N-2 Registration Statement with the Securities and Exchange Commission ("SEC") which allows
MCG to offer, from time to time, 6,320,896 shares of common stock in one or more offerings and allows certain selling shareholders
named therein to offer, from time to time, up to 11,679,104 shares of common stock in one or more offerings. In connection with this

Registration Statement, on May 26, 2004 MCG raised $56,250 of gross proceeds by selling 3,750,000 shares of common stock at an
offering price of $15_00 per share. On June 8, 2004, the underwriters in the May 26, 2004 offering exercised their over-allotment option

and purchased an additional 562,500 shares of common stock at an offering price of $15_00 per share_ As a result of the underwriters
exercising their over-allotment, MCG raised an additional $8,438 of gross proceeds. Also in connection with this Registration
Statement, on September 21, 2004, MCG raised $35,388 of gross proceeds by selling 2,008,396 shares of common stock at an offering

price of $17.62 per sharer On September 29, 2004, the underwriters in the September 21,2004 offering exercised their over-allotment
option and purchased an additional 301,259 shares of common stock at an offering price of $17.62 per share, which were registered on a
registration statement on Form N-2 filed on September 16, 2004. As a result of the underwriters exercising their over-allotment, MCG

raised an additional $5,308 of gross proceeds.

Interim consolidated financial statements of MCG are prepared in accordance with generally accepted accounting principles ("GAAP")
for interim financial information and pursuant to the requirements for reporting on Form 10-Q and Article 10 of Regulation S-X.

Accordingly, certain disclosures accompanying annual consolidated financial statements prepared in accordance with GAAP are
omitted. In the opinion of management, all adjustments, consisting solely of normal recurring accruals, considered necessary for the

fair presentation of financial statements for the interim periods, have been included. The current period's results of operations are not
necessarily indicative of results that ultimately may be achieved for the year. The interim unaudited consolidated financial statements
and notes thereto should be read in conjunction with the financial statements and notes thereto included in the Company's Form 10-K

for the fiscal year ended December 31, 2003, as filed with the SEC.

The accompanying financial statements reflect the consolidated accounts of MCG, including MCG-Kagan Research, Inc. and MCG's

special purpose financing subsidiaries, MCG Finance I, LLC, MCG Finance II, LLC, MCG Finance III, LLC, MCG Finance IV, LLC, and
MCG Finance V, LLC, with all significant intercompany balances eliminated, and the related consolidated results of operations_ In
accordance with Article 6 of Regulation S-X under the Securities Act of 1933 and Securities Exchange Act of 1934, the Company does

not consolidate portfolio company investments, including those in which it has a controlling interest.
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MCG Capital Corporation

Notes To Consolidated Financial Statements (unaudited) (continued)

(in thousands except share and per share amounts).

Note 2,Investments

As of September 30, 2004 and December 31, 2003, investments consisted of the following:

September 30, 2004 December 31, 2003

Cost Fair Value Cost Fair Value

Commercial loans

Investments in equity securities
L1nearned income

$718,500
128,955
(13,216 )

$709,041 $615,253

108,850 112,850

(13,216 ) (16,416 )

$605,551

93,391

(16,416 )

Total $834,239 $804,675 $711,687 $682,526

MCG's customer base includes primarily small- and medium-sized private companies in the communications, information services,

media and technology, including software and technology-enabled business services, industry sectors. The proceeds of the loans to

these companies are generally used for buyouts, growth, acquisitions, liquidity, refinancings and restructurings. In addition, we have

occasionally made loans to individuals who are principals in these companies where the proceeds are used for or in connection with

the operations or capitalization of such companies. Our debt instruments generally provide for a contractual variable interest rate

generally ranging from approximately 4% to 14%, a portion of which may be deferred. At September 30, 2004, approximately 90% of
loans in the portfolio, based on amounts outstanding at cost, were at variable rates determined on the basis of a benchmark LIBOR or

prime rate and approximately 10% were at fixed rates. In addition, approximately 52% of the loan portfolio has floors of between 1,25%

and 3% on the LIBOR base index. The Company's loans generally have stated maturities at origination that range from 2 to 8 years.

Customers typically pay an origination fee based on a percentage of the commitment amount. They also often pay a fee based on any

undrawn commitments.

At September 30, 2004, approximately 38% of MCG's loans had detachable warrants or an option to purchase warrants, stock

appreciation rights or other equity interests or other provisions designed to provide the Company with an enhanced internal rate of
return through the potential recognition of capital gains from the sale of such interests. In lieu of cash for loan origination fees, MCG

received warrants valued at $2,302 and $9,221 for the nine months ended September 30, 2004 and 2003, respectively. These equity and

equity-like instruments generally do not produce a current return, but are held for potential investment appreciation and capital gains.

The warrants and options to purchase warrants typically are exercisable immediately and typically remain exercisable for 10 years. The

exercise prices on the warrants vary from nominal exercise prices to exercise prices that are at or above the current fair market value of
the equity for which we are receiving warrants. The equity interests and warrants and options to purchase warrants often include

registration rights, which allow us, under certain circumstances, to require the portfolio company to register the underlying securities

with the SEC after the portfolio company's initial public offering, Realized gains and losses on sales of investments, as determined on a

specific identification basis, are included in the Consolidated Statements of Operations.
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MCG Capital Corporation

Notes To Consolidated Financial Statements (unaudited) (continued)

(in thousands except share and per share amounts).

Note 2.Investments

As of September 30, 2004 and December 31, 2003, investments consisted of the following:

September 30, 2004 December 3 I, 2003

Cost Fair Value Cost Fair Value

Commercial loans $ 718,500 $ 709,041 $ 615,253 $ 605,551

Investments in equity securities 128,955 108,850 112,850 93,391
Unearned income (13,216) (13,216) (16,416) (16,416)

Total $ 834,239 $ 804,675 $ 711,687 $ 682,526

MCG's customer base includes primarily small- and medium-sized private companies in the communications, information services,
media and technology, including software and technology-enabled business services, industry sectors. The proceeds of the loans to

these companies are generally used for buyouts, growth, acquisitions, liquidity, refinancings and restructurings. In addition, we have
occasionally made loans to individuals who are principals in these companies where the proceeds are used for or in connection with
the operations or capitalization of such companies. Our debt instruments generally provide for a contractual variable interest rate
generally ranging from approximately 4% to 14%, a portion of which may be deferred. At September 30, 2004, approximately 90% of
loans in the portfolio, based on amounts outstanding at cost, were at variable rates determined on the basis of a benchmark LIBOR or
prime rate and approximately 10% were at fixed rates. In addition, approximately 52% of the loan portfolio has floors of between 1.25%
and 3% on the LIBOR base index. The Company's loans generally have stated maturities at origination that range from 2 to 8 years.
Customers typically pay an origination fee based on a percentage of the commitment amount. They also often pay a fee based on any
undrawn commitments_

At September 30, 2004, approximately 38% of MCG's loans had detachable warrants or an option to purchase warrants, stock
appreciation rights or other equity interests or other provisions designed to provide the Company with an enhanced internal rate of
return through the potential recognition of capital gains from the sale of such interests. In lieu of cash for loan origination fees, MCG
received warrants valued at $2,302 and $9,221 for the nine months ended September 30, 2004 and 2003, respectively. These equity and

equity-like instruments generally do not produce a current return, but are held for potential investment appreciation and capital gains.
The warrants and options to purchase warrants typically are exercisable immediately and typically remain exercisable for 10 years. The
exercise prices on the warrants vary from nominal exercise prices to exercise prices that are at or above the current fair market value of
the equity for which we are receiving warrants. The equity interests and warrants and options to purchase warrants often include
registration rights, which allow us, under certain circumstances, to require the portfolio company to register the underlying securities
with the SEC after the portfolio company's initial public offering. Realized gains and losses on sales of investments, as determined on a
specific identification basis, are included in the Consolidated Statements of Operations.
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MCG Capital Corporation

Notes To Consolidated Financial Statements (unaudited) (continued)

(in thousands except share and per share amounts).

The composition of MCG's investments as of September 30, 2004 and December 31, 2003 at cost and fair value was as follows

(excluding unearned income):

Scptembcr 30, 2004 December 31, 2003

Investmentsat

Cost

Percentageof

TotalPortfolio

Investmentsat

Cost

Percentageoi'

TotalPortfolio

Senior Debt

Subordinated Debt

Equity

593,020

125,480

119,375

70.0 %$

14.8 %

14.1 %

510,545

104,708

99,312

70.1 %

144 %

13.6 %

Warrants to Acquire Equity

Equity Appreciation Rights

9,580 1.1 %

0.0 %

13,538 1.9 %

0.0 %

Total 847,455 100.0 %$ 728, 103 100.0 %

September 30, 2004 December 31, 2003

Investmentsat

Fair Value

Percentagcof

TotalPortfolio

Investmentsat

Fair Value

Percentageof

TotalPortfolio

Senior Debt

Subordinated Debt

Equity

Warrants to Acquire Equity

Equity Appreciation Rights

584,793

124,248

96,027

12,436

387

71.5 %$

15.2 %

11.7 %

1,5 %

0.1 %

502, 183

10.3,368

73,467

19,584

340

71.9 %

14.7 %

10.5 %

2.8 %

0.1 %

Total 817,891 100.0 %$ 698,942 100.0 %
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MCG Capital Corporation

Notes To Consolidated Financial Statements (unaudited) (continued)

(in thousands except share and per share amounts).

The composition of MCG's investments as of September 30, 2004 and December 31, 2003 at cost and fair value was as follows

(excluding unearned income):

September 30, 2004 December 31, 2003

Senior Debt

Subordinated Debt

Equity

Warrants to Acquire Equity

Equity Appreciation Rights

Total

Senior Debt

Subordinated Debt

Equity

Warrants to Acquire Equity

Equity Appreciation Rights

Total

lnvestmeutsat

Cost

593,020

125,480

119,375

9,580

Pereentageof ]nvestmentsat

TotalPort folio Cost

70.0 %$ 510,545

14.8 °Z 104,708

14.1 o/, 99,312

1.1 °z, 13,538

0.0 o/

847,455 100.0 %$ 728,103

September 30, 2004

lnvestmentsat

Fair Value

584,793

124,248

96,027

12,436

387

December 3 I, 2003

817,891

Percentageof Investmentsat

TotalPortfolio Fair Value

71.5 %$ 502,183

15.2 oz, 103,368

11.7 o/ 73,467

1.5 °z, 19,584

0.1 o/. 340

Percentageof

TotalPortfolio

70.1 0,4

14.4 °A

13.6 °A

1,9 oA

0.0 °A

100.0 °A

100.0 o/$ 698,942

Percentageof

TotalPortfolio

71.9 °A

14.7 °A

10.5 °A

2.8 °A

OA °A

100.0
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MCG Capital Corporation

Notes To Consolidated Financial Statements (unaudited) (continued)

(in thousands except share and per share amounts).

Set forth below are tables showing the composition of MCG's portfolio by industry sector (excluding unearned income) at cost and fair

value as of September 30, 2004 and December 31, 2003:

September 30, 2004 December 31, 2003

Investmentsat

Cost

Percentageof

TotalPortfolio

lnvestmentsat

Cost

Percentageof

TotalPortfol!o

Media
Newspaper 179,263 21.2 %$ 250,895 34.5 %

Publishing
Broadcasting
Other
Telecommunications
Other Diversified Sectors
Information Services
Technology

110,442
69,174
31,470

204,502
130,917
70,319
51,368

13.0
8.2
3.7

24.1
15.4
8.3
6.1

102,045
45,790

201,272

64,871

21,948
41,282

14,0
6,3

27.6
8.9
3.0
5.7

Total 847,455 100.0 %$ 728, 103 100.0 %

September 30, 2004 December 31, 2003

Investmentsat

Fair Value

Pcrccntagcof

TotalPortfolio

Investmentsat

Fair Value

Percentageof

TotalPortfolio

Media

Newspaper 179,826 22.0 %$ 251,143 35.9 %

Publishing
Broadcasting
Other
Telecommunications
Other Diversified Sectors
Information Services
Technology

84,538
67,767
31,470

188,752
130,985
83!998
50,555

10.3
8.3
3.9

23.1
16.0
10.2
6.2

84,432

44,487

192,872

65,509
21,541

38,958

12.1

6.4

27.5
9.4
3.1

5.6

Total 817,891 100,0 %$ 698,942 100.0 %
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MCG Capital Corporation

Notes To Consolidated Financial Statements (unaudited) (continued)

(in thousands except share and per share amounts).

Set forth below are tables showing the composition of MCG's portfolio by industry sector (excluding unearned income) at cost and fair

value as of September 30, 2004 and December 31, 2003:

September 30, 2004 December 31, 2003

lnvestmentsat

Cost

Percentageof Investmentsat Percentageof

TotalPort folio Cost TotalPort folio

Media

Newspaper $ 179,263 21.2 %$ 250,895 345 °A

Publishing 110,442 13.0 102,045 14,0

Broadcasting 69,174 8.2 45,790 6.3

Other 31,470 3.7 -- --

Telecommunications 204,502 24.1 201,272 27,6

Other Diversified Sectors 130,917 15.4 64,871 8,9

Information Services 70,319 8.3 21,948 L0

Technology 51,368 6.1 41,282 5.7

Total $ 847,455 100.0 o/$ 728,103 100,0 °,4

September 30, 2004 December 31, 2003

Media

Newspaper

Publishing

Broadcasting

Other

Telecommunications

Other Diversified Sectors

Information Services

Technology

Total

lnvestmentsat

Fair Value

$ 179,826

84,538

67,767

31,470

188,752

130,985

83,998

50,555

$ 817,891

Percentageof

TotalPortfolio

22.0

10.3

8.3

3.9

23.1

16.0

10.2

6.2

%$

100.0 %$

Investmentsat

Fair Value

251,143

84_32

44,487

192,872

65,509

21,541

38,958

698,942

Percentageof

TolalPortfolio

35.9 °A

12.1

6,4

275

9,4

3.1

5,6

100.0 o,4
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At September 30, 2004, there were $45 of loans greater than 60 days past due compared to $4, 175 of loans at December 31, 2003. At

September 30, 2004, there were $11,998 of loans on non-accrual, including all $45 of the loans greater than 60 days past due. At

December 31, 2003, there were $14,617 of loans on non-accrual, including $50 of the loans greater than 60 days past due.

Note 3.Borrowings

On September 30, 2004, MCG completed a $397,700 term debt securitization. In addition to funding continued growth, the proceeds

from the transaction were used to repay all of the outstanding borrowings under its $200,000 secured warehouse facility with UBS AG

and all of the outstanding borrowings under its $115,000 revolving credit facility with Wachovia Bank, National Association. In

connection with these repayments, MCG terminated these two facilities. In addition, on September 10, 2004, MCG entered into a

$25,000 senior secured credit facility with Bayerische Hypo-und Vereinsbank, AG.

Term Securitizafion 2004-1 On September 30, 2004, MCG established MCG Commercial L,oan Trust 2004-1 (the "2004-1 Trust" ), which

issued three classes of series 2004-1 Notes, The facility was structured to hold up to $397,700 of loans, however as of September 30,
2004 only $296,809 of loans had been funded. There is an additional $98,936 of cash held by the trustee as of September 30, 2004 to be

used by the 2004-1 Trust to purchase additional loans from MCG within 150 days of closing. The facility is secured by all of the 2004-1

At September 30, 2004, there were $45 of loans greater than 60 days past due compared to $4,175 of loans at December 31, 2003. At
September 30, 2004, there were $11,998 of loans on non-accrual, including all $45 of the loans greater than 60 days past due. At
December 31, 2003, there were $14,617 of loans on non-accrual, including $50 of the loans greater than 60 days past due.

Note 3.Borrowings

On September 30, 2004, MCG completed a $397,700 term debt securitization. In addition to funding continued growth, the proceeds
from the transaction were used to repay all of the outstanding borrowings under its $200,000 secured warehouse facility with UBS AG
and all of the outstanding borrowings under its $1 ] 5,000 revolving credit facility with Wachovia Bank, National Association. In
connection with these repayments, MCG terminated these two facilities. In addition, on September 10, 2004, MCG entered into a
$25,000 senior secured credit facility with Bayerische Hypo-und Vereinsbank, AGo

Term Securitization 2004-1 On September 30, 2004, MCG established MCG Commercial l,oan Trust 2004-1 (the "2004-1 Trust"), which
issued three classes of series 2004-1 Notes. The facility was structured to hold up to $397,700 of loans, however as of September 30,
2004 only $296,809 of loans had been funded. There is an additional $98,936 of cash held by the trustee as of September 30, 2004 to be
used by the 2004-1 Trust to purchase additional loans from MCG within ] 50 days of closing. The facility is secured by all of the 2004-1
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Trust's commercial loans, cash held for investment, and any loans subsequently sold to the 2004-1 Trust, which as of September 30,
2004 totaled $397,045. This facility is scheduled to terminate July 20, 2016 or sooner upon the full repayment of the Class A-l, Class
A-2 and Class B Notes. The Class A-I Notes, Class A-2 Notes and Class B Notes are scheduled to be repaid as MCG receives principal
collections on the underlying collateral.

The 2004-1 Trust issued $250,500 of Class A-I Notes rated Aaa/AAA, $31,500 of Class A-2 Notes rated Aa1/AAA, and $43,500 of
Class B Notes rated A2/A as rated by Moody's and Fitch, respectively. As of September 30, 2004 $325,500 of the Series 2004-1 Notes

were outstanding. The Series 2004-1 Class A-I Notes, Class A-2 Notes and Class B Notes bear interest of L,IBOR plus 0.43%, 0.65%,
and 1.30%, respectively.

Senior Secured Credit Facility On September 10, 2004, MCG entered into a $25,000 senior secured revolving credit facility with

Bayerische Hypo-Und Vereinsbank, A.G. New advances under the credit facility are at the discretion of the lender. The credit facility

expires on September 10, 2005 and bears interest at L,IBOR plus 2.00% or the prime rate plus 0.50%, The credit facility is secured by a

first priority security interest in MCG Capital Corporation's tangible and intangible assets subject to certain excluded collateral and

certain permitted other liens. The credit facility contains customary terms and conditions, including, without limitation, affirmative and

negative covenants such as information reporting, minimum stockholders' equity and a negative pledge. The credit facility also

contains customary events of default with customary cure and notice, including, without limitation, nonpayment misrepresentation in a

material respect, breach of covenant, cross-default to other indebtedness, bankruptcy, change of control, change of management and

material adverse change. As of September 30, 2004, MCG had $25,000 outstanding under the credit facility.

Warehouse Credit Facility On January 29, 2004, MCG's wholly owned, bankruptcy remote, special purpose indirect subsidiary, MCG
Commercial Loan Trust 2003-1 entered into a $200,000 secured warehouse credit facility with an affiliate of UBS AG. MCG used the

warehouse credit facility to fund its origination and purchase of a diverse pool of loans, including broadly syndicated rated loans,
which it securitized using an affiliate of the lender as the exclusive structurer and underwriter or placement agent. Advances under the

credit facility bore interest at LIBOR plus 0.50%. The warehouse credit facility operated much like a revolving credit facility that is

primarily secured by the loans acquired with the advances under the credit facility, On September 30, 2004, MCG paid off the

warehouse credit facility with the proceeds from the Term Securitization 2004-1 and terminated the facility.

Tenn Securitization 200/-l On December 27, 2001, MCG established the MCG Commercial Loan Trust 2001-1 (the "2001-1 Trust" ),
which issued two classes of Series 2001-1 Notes. The facility is secured by all of the 2001-1 Trust's commercial loans which were

contributed by MCG and totaled $205,093 as of September 30, 2004 and $247,490 as of December 31, 2003, This facility is scheduled to

terminate on February 20, 2013 or sooner upon full repayment of the Class A and Class B Notes. The Class A and Class B Notes are

scheduled to be repaid as MCG receives principal collections on the underlying collateral.

The 2001-1 Trust issued $229,860 of Class A Notes rated AAA/Aaa/AAA, and $35,363 of Class B Notes rated A/A2/A as rated by
Standard & Poor's, Moody's and Fitch, respectively. As of September 30, 2004, $85,580 of Class A Series 2001-1 Notes and $35,363 of
Class B Series 2001-1 Notes were outstanding and as of December 31, 2003 $137,777 of Class A Series 2001-1 Notes and $35,363 of
Class B Series 2001-1 Notes were outstanding. The Series 2001-1 Class A Notes bear interest of LIBOR plus 0.60% and Series 2001-1
Class B Notes bear interest of LIBOR plus 1.75%, and interest on both is payable quarterly.

Revolving Credit Facility As of June I, 2000, MCG, through MCG Master Trust, established a revolving credit facility (the "Revolving

Credit Facility" ), which allowed MCG to issue up to $200,000 of Series 2000-1 Class A Notes (the "Series 2000-1 Notes" or "Series
2000-1 Class A Asset Backed Securities" ). On February 12, 2004, the Revolving Credit Facility was amended to, among other things,

reduce MCG's borrowing capacity
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Trust's commercial loans, cash held for investment, and any loans subsequently sold to the 2004-1 Trust, which as of September 30,
2004 totaled $397,045. This facility is scheduled to terminate July 20, 2016 or sooner upon the full repayment of the Class A-l, Class
A-2 and Class B Notes. The Class A-1 Notes, Class A-2 Notes and Class B Notes are scheduled to be repaid as MCG receives principal
collections on the underlying collateral.

The 2004-1 Trust issued $250,500 of Class A-1 Notes rated Aaa/AAA, $31,500 of Class A-2 Notes rated Aal/AAA, and $43,500 of

Class B Notes rated A2/A as rated by Moody's and Fitch, respectively. As of September 30, 2004 $325,500 of the Series 2004-1 Notes
were outstanding° The Series 2004-1 Class A-1 Notes, Class A-2 Notes and Class B Notes bear interest of LIBOR plus 0.43%, 0.65%,
and 1.30%, respectively.

Senior Secured Credit Facility On September 10, 2004, MCG entered into a $25,000 senior secured revolving credit facility with
Bayerische Hypo-Und Vereinsbank, AG. New advances under the credit facility are at the discretion of the lender. The credit facility
expires on September 10, 2005 and bears interest at HBOR plus 2.00% or the prime rate plus 0.50%. The credit facility is secured by a
first priority security interest in MCG Capital Corporation's tangible and intangible assets subject to certain excluded collateral and
certain permitted other liens. The credit facility contains customary terms and conditions, including, without limitation, affirmative and
negative covenants such as information reporting, minimum stockholders' equity and a negative pledge. The credit facility also
contains customary events of default with customary cure and notice, including, without limitation, nonpayment misrepresentation in a
material respect, breach of covenant, cross-default to other indebtedness, bankruptcy, change of control, change of management and
material adverse change. As of September 30, 2004, MCG had $25,000 outstanding under the credit facility.

Warehouse Credit Facility On January 29, 2004, MCG's wholly owned, bankruptcy remote, special purpose indirect subsidiary, MCG
Commercial Loan Trust 2003-1 entered into a $200,000 secured warehouse credit facility with an affiliate ofUBS AG MCG used the

warehouse credit facility to fund its origination and purchase of a diverse pool of loans, including broadly syndicated rated loans,
which it securitized using an affiliate of the lender as the exclusive structurer and underwriter or placement agent Advances under the
credit facility bore interest at LIBOR plus 0.50%. The warehouse credit facility operated much like a revolving credit facility that is
primarily secured by the loans acquired with the advances tinder the credit facility. On September 30, 2004, MCG paid off the
warehouse credit facility with the proceeds from the Term Securitization 2004-I and terminated the facility.

Term Securitization 2001-1 On December 27, 2001, MCG established the MCG Commercial Loan Trust 2001-1 (the "2001-1 Trust"),

which issued two classes of Series 2001-1 Notes. The facility is secured by all of the 2001-1 Trust's commercial loans which were
contributed by MCG and totaled $205,093 as of September 30, 2004 and $247,490 as of December 31, 2003. This facility is scheduled to
terminate on February 20, 2013 or sooner upon full repayment of the Class A and Class B Notes. The Class A and Class B Notes are
scheduled to be repaid as MCG receives principal collections on the underlying collateral.

The 2001-1 Trust issued $229,860 of Class A Notes rated AAA/Aaa/AAA, and $35,363 of Class B Notes rated A/A2/A as rated by
Standard & Poor's, Moody's and Fitch, respectively. As of September 30, 2004, $85,580 of Class A Series 2001-1 Notes and $35,363 of
Class B Series 2001-1 Notes were outstanding and as of December 31, 2003 $137,777 of Class A Series 2001-1 Notes and $35,363 of

Class B Series 2001-1 Notes were outstanding. The Series 2001-1 Class A Notes bear interest of LIBOR plus 0.60% and Series 2001-1
Class B Notes bear interest of MBOR plus 1.75%, and interest on both is payable quarterly.

Revolving Credit Facility As of June 1, 2000, MCG, through MCG Master Trust, established a revolving credit facility (the "Revolving
Credit Facility"), which allowed MCG to issue up to $200,000 of Series 2000-I Class A Notes (the "Series 2000-1 Notes" or "Series
2000-1 Class A Asset Backed Securities"). On February 12, 2004, the Revolving Credit Facility was amended to, among other things,

reduce MCG's borrowing capacity
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from $200,000 to $130,000 and reduce the interest rate from a commercial paper rate plus 3.0% to L,IBOR plus 1.5%.

On September 30, 2004, MCG paid off the revolving credit facility with the proceeds from the Term Securitization 2004-1 and terminated

the facility. As of December 31, 2003, there were $130,991 of the Series 2000-1 Notes outstanding with one investor. As of September

30, 2004 and December 31, 2003, MCG had no notes outstanding under a swingline credit facility (the "Swingline Notes" ), which was

part of the Revolving Credit Facility, that allowed MCG to borrow up to $25,000 as part of the $200,000 total facility limit for a period of

up to four days. The Revolving Credit Facility was secured by $194,308 of commercial loans as of December31, 2003.

Each debt facility except the Senior Secured Credit Facility are funded through bankruptcy remote, special purpose, wholly owned

subsidiaries of ours and, therefore, their assets may not be available to our creditors.

Amounts outstanding under the Warehouse Credit Facility, Trust Notes, Revolving Credit Facility, and the Senior Secured Credit

Facility as of September 30, 2004 and December 31, 2003 by interest rate benchmark were as follows:

September30, 2004 Deeemberl 1,2003

90-day L,IBOR
Commercial Paper Rate

471,443 173,140
130,991

471,443 $ 304, 131

The following is a summary of the borrowings for the three and nine months ended September 30, 2004 and 2003:

(dollars in thousands)

As of September 30, 2004 and the three months then ended

Term Securitization 2004-1

Maximum

Outstanding

$325,500 $

Average

Outstanding

3,533

Weighted

Average

InterestRate

2.2 %

InterestRate

atperiod-End

2.2 %

Trust Notes
Revolving Credit Facility
Warehouse Credit Facility
Senior Secured Credit Facility
Swingline Notes
As of September 30, 2003 and the three months then ended

Trust Notes

Revolving Credit Facility
Swingline Notes
As of September 30, 2004 and the nine months then ended

Term Securitization 2004-1

142,963
113,683
96,427
25,000

190,970 $

142,234

$325,500 $

125,491
104)628
76,052

4,620

186,383

136,893

1,188

2.4
3.1
2.0
3.9

2.0 %

4, 1

2.2 %

2.0

3.9

1.9 %

4.3

2.2 %

Trust Notes
Revolving Credit Facility

173,140
130,991

144,614
110,842

2.1
3.0

2.0
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from $200,000 to $130,000 and reduce the interest rate from a commercial paper rate plus 3,0% to LIBOR plus 1.5%.

On September 30, 2004, MCG paid off the revolving credit facility with the proceeds from the Term Securitization 2004-1 and terminated

the facility_ As of December 31, 2003, there were $130,991 of the Series 2000-1 Notes outstanding with one investor. As of September

30, 2004 and December 31, 2003, MCG had no notes outstanding under a swingline credit facility (the "Swingline Notes"), which was

part of the Revolving Credit Facility, that allowed MCG to borrow up to $25,000 as part of the $200,000 total facility limit for a period of

up to four days_ The Revolving Credit Facility was secured by $194,308 of commercial loans as of December3 l, 2003,

Each debt facility except the Senior Secured Credit Facility are funded through bankruptcy remote, special purpose, wholly owned

subsidiaries of ours and, therefore, their assets may not be available to our creditors_

Amounts outstanding under the Warehouse Credit Facility, Trust Notes, Revolving Credit Facility, and the Senior Secured Credit

Facility as of September 30, 2004 and December 31, 2003 by interest rate benchmark were as follows:

September30,2004 December31,2003

90-day L1BOR 471,443 173,140

Commercial Paper Rate -- 130,991

$ 471,443 $ 304,131

The following is a summary of the borrowings for the three and nine months ended September 30, 2004 and 2003:

(dollars in thousands) Maximum Average Weighted InterestRate

Outstanding Outstanding atPeriod-End

Average

InterestRate

As of September 30, 2004 and the three months then ended
Term Securitization 2004-1 $ 325,500 $ 3,533 2.2 o/, 2.2 o/,

Trust Notes

Revolving Credit Facility

Warehouse Credit Facility

Senior Secured Credit Facility

Swingline Notes

As of September 30, 2003 and the three months then ended
Trust Notes

Revolving Credit Facility

Swingline Notes

As of September 30, 2004 and the nine months then ended
Term Securitization 2004-1

Trust Notes

Revolving Credit Facility

142,963 125,491 2.4 2.0

113,683 104,628 3.1 --

96,427 76,052 2.0 --

25,000 4,620 3.9 3.9

190,970 $ 186,383 2.0 °A 1.9 °A

142,234 136,893 4,1 4.3

325,500 $ 1,188 2.2 o/, 2.2 o/,

173,140 144,614 2.1 2.0

130,991 110,842 3.0 --
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Warehouse Credit Facility
Senior Secured Credit Facility
Swingline Notes
As of September 30, 2003 and the nine months then ended

Trust Notes

Revolving Credit Facility
Swingline Notes

96,427
25,000

240, 120 $

148,325

41,121
1,551

198,346

139,080

1.9
3.9

21%

3.0

3.9

1.9 %

4.3

30

Warehouse Credit Facility
Senior Secured Credit Facility
Swingline Notes
As of September 30, 2003 and the nine months then ended
Trust Notes

Revolving Credit Facility
Swingline Notes

96,427 41,121 1.9 --
25,000 1,551 3.9 3.9

$ 240,120 $ 198,346

148,325 139,080

2.1°A

3.0

1.9 °A

4,3

30
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Subject to certain minimum equity restrictions and other covenants, including restrictions on which loans the Company may leverage

as collateral, the unused amount under the Revolving Credit Facility totaled $0 and $69,009 at September 30, 2004 and December 31,
2003, respectively.

Note 4.Earnings Per Share

The following table sets forth the computation of basic and diluted earnings per common share for the three and nine months ended

September 30, 2004 and 2003:

(in thousands eseept per slmre amounts)

Three Months Ended

September .30,

2004 2003

Nine Months Ended

September .30,

2004 2003

Basic
Net income
Weighted average common shares outstanding

Earnings per common share —basic
Diluted

Net income
Weighted average common shares outstanding

Dilutive effect of restricted stock on which forfeiture provisions have not

lapsed

$8,803 $

42,646$0.21 $

9,913 $28,543
32,878 40,049

0.30 $0.71

$8,803 $9,913 $28,543
42,646 32,878 40,049

30 28 55

$27,799
31,033$0.90

$27,799
31,033

9

Weighted average common shares outstanding and common stock
equivalents

42,676 32,906 40,104 31,042

Earnings per common share —diluted $0.21 $0.30 $0.71 $0.90

For purposes of calculating earnings per common share, unvested restricted common stock whose forfeiture provisions are solely

based on passage of time are included in diluted earnings per common share based on the treasury stock method. Unvested restricted

common stock whose forfeiture provisions are based on performance criteria are included in diluted earnings per common share when

it becomes probable such criteria will be met and is calculated using the treasury stock method.

Note 5.Employee Stock Plans

During the first quarter of 2004, as part of our review of executive compensation, our compensation committee waived the

performance-based forfeiture restrictions and modified the time-based forfeiture provisions associated with the Tier III shares of
certain of our executive officers through their respective amended and restated restricted stock agreements. As a result, we recorded

additional paid-in-capital and unearned compensation —restricted stock of $11,570 and $(11,570), respectively, and we also recorded

long-term incentive compensation expense of $4,003 during the first quarter. The net effect of these modifications was to decrease

stockholders' equity by $4,003, MCG's total stock compensation expense would not have changed if SFAS No. 123 "Accounting for

Stock-Based Compensation" was applied.

ln addition, our compensation committee agreed to allow the restrictions on certain shares of restricted stock to lapse. As a result, the

Tier I and Tier II shares held by certain of our executive officers will vest immediately upon full repayment of the loans that are secured

by the restricted stock. As of September 30, 2004, none of these executives had repaid these loans and, therefore, there was no

additional expense recorded during the quarter related to these modifications,
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Subject to certain minimum equity restrictions and other covenants, including restrictions on which loans the Company may leverage
as collateral, the unused amount under the Revolving Credit Facility totaled $0 and $69,009 at September 30, 2004 and December 31,

2003, respectively.

Note 4.Earnings Per Share

The following table sets forth the computation of basic and diluted earnings per common share for the three and nine months ended

September 30, 2004 and 2003:

(in thousands except per share amounts)

Three Months Ended Nine Months Ended

September 30, September .30,

2004 2003 2004 2003

Basic

Net income $ 8,803

Weighted average common shares outstanding 42,646

Earnings per common share--basic $ 0.21
Diluted

Net income $ 8,803

Weighted average common shares outstanding 42,646

Dilutive effect of restricted stock on which forfeiture provisions have not 30

lapsed

Weighted average common shares outstanding and common stock

equivalents

Earnings per common share--diluted

$ 9,913 $ 28,543 $ 27,799

32,878 40,049 31,033

$ 0.30 $ 0.71 $ 0,90

$ 9,913 $ 28,543 $ 27,799

32,878 40,049 31,033

28 55 9

42,676 32,906 40,104 31,042

$ 0.21 $ 0.30 $ 0.71 $ 0.90

For purposes of calculating earnings per common share, unvested restricted common stock whose forfeiture provisions are solely

based on passage of time are included in diluted earnings per common share based on the treasury stock method. Unvested restricted

common stock whose forfeiture provisions are based on performance criteria are included in diluted earnings per common share when

it becomes probable such criteria will be met and is calculated using the treasury stock method.

Note 5.Employee Stock Plans

During the first quarter of 2004, as part of our review of executive compensation, our compensation committee waived the

performance-based forfeiture restrictions and modified the time-based forfeiture provisions associated with the Tier IIl shares of

certain of our executive officers through their respective amended and restated restricted stock agreements. As a result, we recorded

additional paid-in-capital and unearned compensation--restricted stock of $11,570 and $(I 1,570), respectively, and we also recorded

long-term incentive compensation expense of $4,003 during the first quarter. The net effect of these modifications was to decrease

stockholders' equity by $4,003. MCG's total stock compensation expense would not have changed if SFAS No. 123 "Accounting for

Stock-Based Compensation" was applied.

In addition, our compensation committee agreed to allow the restrictions on certain shares of restricted stock to lapse. As a result, the

Tier I and Tier II shares held by certain of our executive officers will vest immediately upon full repayment of the loans that are secured

by the restricted stock. As of September 30, 2004, none of these executives had repaid these loans and, therefore, there was no

additional expense recorded during the quarter related to these modifications.
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Note 6.Financial Highlights

The following is a schedule of financial highlights for the nine months ended September 30, 2004 and 2003:

2004

Nine Months Ended

September 30,

2003

Per Share Data;
Net asset value at beginning of period (1)
Net operating income before investment gains and losses (2)
Net realized losses on investments (2)
Net change in unrealized appreciation on investments (2)

$11.98 $11.56
0.90 1.1 I

(O.J8 ) (0.63 )
(0.01 ) 0.42

Net income
Dividends declared
Antidilutive effect of stock offering on distributions
Antidilutive effect of distributions recorded as compensation expense (2)

0.71
(1.26 )
0.10
0.04

0.90
(1.23 )
0.23
0,05

Net decrease in stockholders' equity resulting from distributions

Issuance of shares
Dilutive effect of share issuances and unvested restricted stock
Net increase in shareholders' equity from restricted stock amortization (2)

(1.12 )
3.44

(3.05 )
0.22

(0,95 )
2,99

(2.60 )
0.09

Net increase in stockholders' equity relating to share issuances

Net asset value at end of period (I)

0.61

$12.I 8 $

0.48

11.99

Per share market value at end of period
Total return (3)

$ 17.36 $
-4.95 '/o

15.60
56.27 '/&

Shares outstanding at end of period
Ratio/Supplemental Data:
Net assets at end of period
Ratio of operating expenses to average net assets (annualized)

45,356

$552,282 $
9,07 '/o

38,729

464,439
8,33 '/&

Ratio of net operating income to average net assets (annualized) 9.77 '/o 12.08 '/&

(I) Based on total shares outstanding.

(2) Based on average shares outstanding.
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Note 6.Financial Highlights

The following is a schedule of financial highlights for the nine months ended September 30, 2004 and 2003:

Per Share Data:

Net asset value at beginning of period (1)

Net operating income before investment gains and losses (2)

Net realized losses on investments (2)

Net change in unrealized appreciation on investments (2)

Net income

Dividends declared

Antidilutive effect of stock offering on distributions

Antidilutive effect of distributions recorded as compensation expense (2)

Net decrease in stockholders' equity resulting from distributions

Issuance of shares

Dilutive effect of share issuances and unvested restricted stock

Net increase in shareholders' equity from restricted stock amortization (2)

Net increase in stockholders' equity relating to share issuances

Net asset value at end of period (1)

Per share market value at end of period

Total return (3)

Shares outstanding at end of period

Ratio/Supplemental Data:

Net assets at end of period

Ratio of operating expenses to average net assets (annualized)

Ratio of net operating income to average net assets (annualized)

Nine Months Ended

September 30,

2004

11.98 $

0.90

(0.18)

(0.01)

0.71

(1.26)
0.10

0.04

(1.12)
3.44

(3.05)

0.22

0.61

12.18 $

17.36 $

-4.95 %

45,356

552,282 $
9.07 %

9.77 %

2003

11.56

1.11

(0.63

0.42

0.90

(123

0.23

0,05

(0.95
2.99

(2.60
0,09

0.48

11.99

15.60

56.27 °A

38,729

464,439

8.33 °A

1Z08 °,4

(1) Based on total shares outstanding,

(2) Based on average shares outstanding.
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(3) For 2004, total return equals the increase of the ending market value over the December 31,2003 price of $19.59 per share plus

dividends paid ($1,26 per share), divided by the beginning price. For 2003, total return equals the increase of the ending market

value over the December 31, 2002 price of $10.77 per share plus dividends paid ($1.23 per share), divided by the beginning price.

Total return is not annualized.

32

(3) For 2004, total return equals the increase of the ending market value over the December 31,2003 price of $19.59 per share plus
dividends paid ($1.26 per share), divided by the beginning price. For 2003, total return equals the increase of the ending market
value over the December 31, 2002 price of $10.77 per share plus dividends paid ($1.23 per share), divided by the beginning price.
Total return is not annualized.
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Report of Independent Registered Public Accounting Firm

We have reviewed the accompanying consolidated balance sheet of MCG Capital Corporation as of September 30, 2004, including the

consolidated schedules of investments, and the related consolidated statements of operations for the three-month and nine-month

periods ended September 30, 2004 and 2003 and the consolidated statements of stockholders' equity, and statements of cash flows for

the nine-month periods ended September 30, 2004 and 2003. These financial statements are the responsibility of the Company's

management.

We conducted our review in accordance with the standards of the Public Company Accounting Oversight Board (United States). A

review of interim financial information consists principally of applying analytical procedures and making inquiries of persons

responsible for financial and accounting matters. It is substantially less in scope than an audit conducted in accordance with the

standards of the Public Company Accounting Oversight Board, the objective of which is the expression of an opinion regarding the

financial statements taken as a whole. Accordingly, we do not express such an opinion.

Based on our review, we are not aware of any material modifications that should be made to the consolidated interim financial

statements referred to above for them to be in conformity with U, S. generally accepted accounting principles.

We have previously audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),

the consolidated balance sheet of MCG Capital Corporation as of December 31, 2003, including the consolidated schedules of
investments, and the related consolidated statements of operations, stockholders' equity, and cash flows for the year then ended (not

presented herein), and in our report dated March 10, 2004 we expressed an unqualified opinion on those consolidated financial

statements. In our opinion, the information set forth in the accompanying consolidated balance sheet as of December .31, 2003,

including the schedule of investments, is fairly stated, in all material respects, in relation to the consolidated balance sheet from which

it has been derived.

/s/ERNST & YOUNG L,L,P

McL,ean, Virginia

October 29, 2004
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Report of Independent Registered Public Accounting Firm

We have reviewed the accompanying consolidated balance sheet of MCG Capital Corporation as of September 30, 2004, including the

consolidated schedules of investments, and the related consolidated statements of operations for the three-month and nine-month

periods ended September 30, 2004 and 2003 and the consolidated statements of stockholders' equity, and statements of cash flows for

the nine-month periods ended September 30, 2004 and 2003. These financial statements are the responsibility of the Company's

management.

We conducted our review in accordance with the standards of the Public Company Accounting Oversight Board (United States). A

review of interim financial information consists principally of applying analytical procedures and making inquiries of persons

responsible for financial and accounting matters. It is substantially less in scope than an audit conducted in accordance with the

standards of the Public Company Accounting Oversight Board, the objective of which is the expression of an opinion regarding the

financial statements taken as a whole. Accordingly, we do not express such an opinion.

Based on our review, we are not aware of any material modifications that should be made to the consolidated interim financial

statements referred to above for them to be in conformity with US generally accepted accounting principles.

We have previously audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),

the consolidated balance sheet of MCG Capital Corporation as of December 31, 2003, including the consolidated schedules of

investments, and the related consolidated statements of operations, stockholders' equity, and cash flows for the year then ended (not

presented herein), and in our report dated March 10, 2004 we expressed an unqualified opinion on those consolidated financial

statements. In our opinion, the information set forth in the accompanying consolidated balance sheet as of December 31,2003,

including the schedule of investments, is fairly stated, in all material respects, in relation to the consolidated balance sheet from which

it has been derived.

/s/ERNST & YOUNG LLP

McLean, Virginia

October 29, 2004
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Item 2.Management's Discussion and Analysis of Financial Condition and Results of Operations

The information contained in this section should be read in conjunction with the Selected Financial Data, and our Consolidated

Financial Statements and notes thereto appearing elsewhere in this Quarterly Report.

This Quarterly Report, including the Management's Discussion and Analysis of Financial Condition and Results of Operations,

contains forward-looking statements that involve substantial risks and uncertainties. These forward-looking statements are not

historical facts, but rather are based on current expectations, estimates and projections about our industry, our beliefs, and our

assumptions, Words such as "anticipates", "expects", "intends", "plans", "believes", "seeks", and "estimates" and variations of these

words and similar expressions are intended to identify forward-looking statements, These statements are not guarantees of future

performance and are subject to risks, uncertainties, and other factors, some of which are beyond our control and difficult to predict and

could cause actual results to differ materially from those expressed or forecasted in the forward-looking statements including without

limitation:

~ economic downtums or recessions may impair our customers' ability to repay our loans and increase our non-performing

assets;

~ economic downturns or recessions may disproportionately impact the industry sectors in which we concentrate, and such

conditions may cause us to suffer losses in our portfolio and experience diminished demand for capital in these industry sectors;

~ a contraction of available credit and/or an inability to access the equity markets could impair our lending and investment

activities;

interest rate volatility could adversely affect our results;

~ the risks associated with the possible disruption in our operations due to terrorism; and

~ the risks, uncertainties and other factors we identify from time to time in our filings with the Securities and Exchange

Commission, including our Form 10-Ks, Form 10-Qs and Form 8-Ks.

Although we believe that the assumptions on which these forward-looking statements are based are reasonable, any of those

assumptions could prove to be inaccurate, and as a result, the forward-looking statements based on those assumptions also could be

incorrect. In light of these and other uncertainties, the inclusion of forward-looking statements in this Quarterly Report should not be

regarded as a representation by us that our plans and objectives will be achieved. You should not place undue reliance on these

forward-looking statements, which apply only as of the date of this Quarterly Report. We undertake no obligation to update any

forward-looking statements for any reason, even if new information becomes available or other events occur in the future.

Overview

MCG Capital Corporation is a solutions-focused financial services company providing financing and advisory services to a variety of

small and medium-sized companies throughout the United States with a focus on growth oriented companies. Currently, our portfolio

consists primarily of companies in the communications, information services, media, and technology, including software and

technology-enabled business services, industry sectors, Our capital is generally used by our portfolio companies to finance
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Item 2.Management's Discussion and Analysis of Financial Condition and Results of Operations

The information contained in this section should be read in conjunction with the Selected Financial Data, and our Consolidated
Financial Statements and notes thereto appearing elsewhere in this Quarterly Report.

This Quarterly Report, including the Management's Discussion and Analysis of Financial Condition and Results of Operations,
contains forward-looking statements that involve substantial risks and uncertainties_ These forward-looking statements are not
historical facts, but rather' are based on current expectations, estimates and projections about our industry, our beliefs, and our

assumptions. Words such as "anticipates", "expects", "intends", "plans", "believes", "seeks", and "estimates" and variations of these
words and similar expressions are intended to identify forward-looking statements. These statements are not guarantees of future

performance and are subject to risks, uncertainties, and other factors, some of which are beyond our control and difficult to predict and
could cause actual results to differ materially from those expressed or forecasted in the forward-looking statements including without
limitation:

, economic downturns or recessions may impair our customers' ability to repay our loans and increase our non-performing

assets;

, economic downturns or recessions may disproportionately impact the industry sectors in which we concentrate, and such
conditions may cause us to suffer losses in our portfolio and experience diminished demand for capital in these industry sectors;

, a contraction of available credit and/or an inability to access the equity markets could impair our lending and investment

activities;

,interest rate volatility could adversely affect our results;

, the risks associated with the possible disruption in our operations due to terrorism; and

°the risks, uncertainties and other factors we identify from time to time in our filings with the Securities and Exchange
Commission, including our Form 10-Ks, Form 10-Qs and Form 8-Ks.

Although we believe that the assumptions on which these forward-looking statements are based are reasonable, any of those
assumptions could prove to be inaccurate, and as a result, the forward-looking statements based on those assumptions also could be
incorrect. In light of these and other uncertainties, the inclusion of forward-looking statements in this Quarterly Report should not be
regarded as a representation by us that our plans and objectives will be achieved. You should not place undue reliance on these
forward-looking statements, which apply only as of the date of this Quarterly Report. We undertake no obligation to update any
forward-looking statements for any reason, even if new information becomes available or other events occur' in the future.

Overview

MCG Capital Corporation is a solutions-.focused financial services company providing financing and advisory services to a variety of
small and medium-sized companies throughout the United States with a focus on growth oriented companies. Currently, our portfolio

consists primarily of companies in the communications, information services, media, and technology, including software and
technology-enabled business services, industry sectors. Our capital is generally used by our portfolio companies to finance
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acquisitions, recapitalizations, management buyouts, organic growth and working capital. On December 4, 2001, we completed an initial

public offering and became an internally managed, non-diversified, closed-end investinent company that elected to be treated as a

business development company under the Investment Company Act of 1940. MCG Capital Corporation elected to be treated for federal

income tax purposes as a regulated investment company under the Internal Revenue Code with the filing of its federal corporate

income tax return for 2002, which election was effective as of January 1, 2002. Pursuant to this election, we generally will not have to

pay corporate-level taxes on any income we distribute to our stockholders as dividends, allowing us to substantially reduce or

eliminate our corporate-level tax liability.

34
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acquisitions, recapitalizations, management buyouts, organic growth and working capital. On December 4, 2001, we completed an initial
public offering and became an internally managed, non-diversified, closed-end investment company that elected to be treated as a
business development company under the Investment Company Act of 1940. MCG Capital Corporation elected to be treated for federal
income tax purposes as a regulated investment company under the Internal Revenue Code with the filing of its federal corporate
income tax return for 2002, which election was effective as &January 1,2002_ Pursuant to this election, we generally will not have to
pay corporate-level taxes on any income we distribute to our stockholders as dividends, allowing us to substantially reduce or

eliminate our corporate-level tax liability.
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Portfolio Composition and Asset Quality

Our primary business is lending to and investing in growth oriented private businesses, through investments in senior debt,

subordinated debt and equity-based investments, including warrants and equity appreciation rights,

The total portfolio value of our investments was $817.9 million and $698.9 million at September 30, 2004 and December 31, 2003,

respectively (exclusive of unearned income). During the first nine months of 2004 we made investments in 30 new portfolio companies,

including companies in diversified sectors (sectors other than communications, information services, media and technology), totaling

$203.3 million and several follow on investments in existing customers representing $79.5 million. The increase in investments during

2003 and the first nine months of 2004 was primarily due to newly originated debt and equity investments. During 2003 a higher

proportion of our new origination activity was in the form of equity securities, which included new investments of $44. 1 inillion to

control companies.

Early pay-offs and sales of securities for the first nine months of 2004 totaled $113.9 million and were due primarily to pay-offs of $75.6

million from four portfolio companies in the newspaper industry, $20,5 million from three portfolio companies in the technology

industry and $9.0 million from three portfolio companies in the telecommunications industry. Early pay-offs and sales of securities in

2003 totaled $108.1 million and were primarily due to pay-offs of $42.5 million from six companies in the publishing industry and $46.5

million from four companies in the broadcasting industry.

Total portfolio investment activity for the nine months ended September 30, 2004 and year ended December 31, 2003, was as follows

(exclusive of unearned income);

(dollars in millions) NineMontbs

Ended

September30, 2004

YearEnded

December31, 2003

Beginning Portfolio
Originations/Draws/Advances on Loans
Originations/Warrants Capitalized on Equity (a)
Gross Payments / Reductions (a)
Early Pay-offs/Sales of Securities
Realized Gains
Realized Losses
Unrealized Appreciation on Investments

Unrealized Depreciation on Investments

698.9 $
276.4

27.6
(63.5 )

(113.8 )
7.2

(14.5 )
33.4
(33.8 )

688,9
115.3
77.5

(69,1 )
(108.1 )

4.7
(24,3 )
35.1

(21,1 )

Ending Portfolio 817.9 $ 698,9

(a) Included in these amounts is the conversion of $6.6 million and $21.4 million of debt to equity in connection with certain

restructurings for the nine months ended September 30, 2004 and year ended December 31, 2003, respectively.
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Portfolio Composition and Asset Quality

Our primary business is lending to and investing in growth oriented private businesses, through investments in senior debt,

subordinated debt and equity-based investments, including warrants and equity appreciation rights.

The total portfolio value of our investments was $81Z9 million and $698.9 million at September 30, 2004 and December 31,2003,

respectively (exclusive of unearned income). During the first nine months of 2004 we made investments in 30 new portfolio companies,

including companies in diversified sectors (sectors other than communications, information services, media and technology), totaling

$2033 million and several follow on investments in existing customers representing $79.5 million. The increase in investments during

2003 and the first nine months of 2004 was primarily due to newly originated debt and equity investments. During 2003 a higher

proportion of our new origination activity was in the form of equity securities, which included new investments of $44.1 million to

control companies.

Early pay-offs and sales of securities for the first nine months of 2004 totaled $113.9 million and were due primarily to pay-offs of $75.6

million from four portfolio companies in the newspaper industry, $20,5 million from three portfolio companies in the technology

industry and $9.0 million from three portfolio companies in the telecommunications industry. Early pay-offs and sales of securities in

2003 totaled $1081 million and were primarily due to pay-offs of $42.5 million from six companies in the publishing industry and $46.5

million from four companies in the broadcasting industry.

Total portfolio investment activity for the nine months ended September 30, 2004 and year ended December 31, 2003, was as follows

(exclusive of unearned income):

(dollars in millions) NineMonths YearEnded

Ended December31,2003

September30,2004

Beginning Portfolio

Originations/Draws/Advances on Loans

Originations/Warrants Capitalized on Equity (a)

Gross Payments / Reductions (a)

Early Pay-offs/Sales of Securities
Realized Gains

Realized Losses

Unrealized Appreciation on Investments

Unrealized Depreciation on Investments

698.9 $ 688.9

276.4 115.3

27.6 77,5

(63.5) (69,1)

(113.8) (108A)

7.2 4.7

(14.5) (24,3)

33.4 35,1

(33.8) (21.1)

Ending Portfolio $ 817.9 $ 698.9

(a) Included in these amounts is the conversion of $6.6 million and $21.4 million of debt to equity in connection with certain

restructurings for the nine months ended September 30, 2004 and year ended December 31, 2003, respectively.
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The following table shows the fair value of our portfolio of investments by asset class as of September 30, 2004 and December 31, 2003
(excluding unearned income):

September .30, 2004 December 31, 2003

(dollars in millions) Investmentsat

Fair Value

Percentageof

TotalPortfolio

Investmentsat

Fair Value

Percentageof

TotalPortfolio

Senior Debt $584.8 71.5 %$ 502.2 71,9 %

Subordinated Debt

Equity
Warrants to Acquire Equity
Equity Appreciation Rights

124.2
96.0
12.5
0.4

15.2
11.7
1.5
0.1

103,4
73.4
19.6
0.3

14.7
10.5
2.8
0.1

$817.9 100.0 %$ 698,9 100.0 %

Set forth below is a table showing the composition of MCG's portfolio by industry sector at fair value at September 30, 2004 and

December 31, 2003 (excluding unearned income):

September 30, 2004 December 31, 2003

(dollars in millions) Investmentsat

Fair Value

Percentagcof

TotalPortfolio

lnvestmentsat

Fair Value

Percentageof

TotalPortfoiio

Media
Newspaper $179.8 22.0 %$ 251.1 35.9 %

Publishing
Broadcasting
Other
Telecommunications
Other Diversified Sectors
Information Services
Technology

84.5
67.8
31.5

188.7
131.0
84.0
50.6

10.3
8.3
3.9

23.1
16.0
10.2
6.2

84.4
44,5

192,9
21.5
65.5
39.0

12.1

6.4

27.5
3,1

9.4
5.6

$817.9 100.0 %$ 698.9 100.0 %

Asset Quality

Asset quality is generally a function of economic conditions, our underwriting and ongoing management of our investment portfolio.

As a business development company, our loans and equity investments are carried at market value or, in the absence of market value,

at fair value as determined by our board of directors in good faith on a quarterly basis, As of September 30, 2004 and December 31,
2003, net unrealized depreciation on investments totaled $29.6 million and $29.2 million, respectively. For additional information on the

change in unrealized depreciation on investments, see the section entitled "Net Investment Gains and L,osses",
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The following table shows the fair value of our portfolio of investments by asset class as of September 30, 2004 and December 31, 2003

(excluding unearned income):

September 30, 2004 December 3 I, 2003

(dollars in millions) lnvestmentsat Percentageof Investmentsat Percentageof

Fair Value TotalPort folio Fair Value TotalPort folio

Senior Debt $ 584.8 71.5 °A $ 502.2 71.9 °,4

Subordinated Debt 124.2 15.2 103 A 14.7

Equity 96.0 11.7 73.4 10.5

Warrants to Acquire Equity 12.5 1.5 19,6 2.8

Equity Appreciation Rights 0.4 0.1 0,3 0A

$ 817.9 100.0 °AS 698.9 100.0 °Z

Set forth below is a table showing the composition of MCG's portfolio by industry sector at fair value at September 30, 2004 and

December 31, 2003 (excluding unearned income):

September 30, 2004 December 3 I, 2003

(dollars in millions) lnvestmentsat Percentageof lnvestmentsat Percentageof

Fair Value TotalPortfolio Fair Value TotalPortfolio

Media

Newspaper

Publishing

Broadcasting

Other

Telecommunications

Other Diversified Sectors

Information Services

Technology

$ 179.8 22.0 °AS 251,1 35,9 0'4

84.5 10.3 84.4 12,1

67.8 8.3 445 6.4

31.5 3.9 -- --

188.7 23.1 192.9 27.5

131.0 16.0 21.5 3.1

84.0 10.2 65.5 9.4

50.6 6.2 39.0 5.6

$ 817.9 100.0 °AS 698.9 100,0 °A

Asset Quality

Asset quality is generally a function of economic conditions, our underwriting and ongoing management of our investment portfolio.

As a business development company, our loans and equity investments are carried at market value or, in the absence of market value,

at fair value as determined by our board of directors in good faith on a quarterly basis. As of September 30, 2004 and December 31,

2003, net unrealized depreciation on investments totaled $29.6 million and $29.2 million, respectively. For additional information on the

change in unrealized depreciation on investments, see the section entitled "Net Investment Gains and Losses".
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In addition to various risk management and monitoring tools, we also use an investment rating system to characterize and monitor our

expected level of returns on each investment in our portfolio. We use the following I to 5 investment rating scale. Below is a

description of the conditions associated with each investment rating:

Investment Summary Description

Rating

Capital gain expected or realized
Full return of principal and interest or dividend expected with customer performing in accordance with plan
Full return of principal and interest or dividend expected but customer requires closer monitoring
Some loss of interest or dividend expected but still expecting an overall positive internal rate of return on the investment

Loss of interest or dividend and some loss of principal investment expected which would result in an overall negative
internal rate of return on the investment
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expected level of returns on each investment in our portfolio. We use the following 1 to 5 investment rating scale. Below is a
description of the conditions associated with each investment rating:

Investment Summary Description

Rating

Capital gain expected or realized
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The following table shows the distribution of our investments on the 1 to 5 investment rating scale at fair value as of September 30,
2004 and December 31, 2003 (excluding unearned income):

(dollars in millions)

September, 30, 2004 December 31, 2003

Investment

Rating

Investmentsat

Fair Value

277.7 (1)

Perccntageof

TotalPortfolio

33.9 %$

lnvestmentsat

Fair Value

234.5 (1)

Percentageof

TotalPortfolio

33,5 %

330.2
149.6

58.7
1.7

817.9

40.4
18.3
7.2
0.2

100.0 %$

255.4
161.9
38.8

8,3
698,9

36,5
23.2

5,6
1.2

100,0 %

(1) Of this amount, $25. 1 million at September 30, 2004 and $7,6 million at December 31, 2003 relates to debt investments in loans for

which we have already realized a gain through the sale of equity instruments. While these debt investments are still outstanding,

all of the related equity instruments have already been sold at a gain and, therefore, we do not expect any further realized gain.

We monitor loan concentrations in our portfolio, both on an individual loan basis and on a sector or industry basis, to manage overall

portfolio performance due to specific customer issues or specific industry issues. The increase in investments with a 2 rating was

primarily due to origination activity during the first nine months of 2004. At September 30, 2004, of the investments with a 5 rating, $0.9
million were loans, all of which were on non-accrual. Of the investments with a 4 rating, $51.9 million were loans, of which $9.9 million

were on non-accrual. At December 31, 2003, of the investments with a 5 rating, $2.6 million were loans, all of which were on

non-accrual. Of the investments with a 4 rating, $32.3 million were loans, of which $12.0 million were on non-accrual. The increase in

investments with a 4 rating during the first none months of 2004 is due primarily to the downgrade of one investment in the technology

sector.

We monitor individual customer's financial trends in order to assess the appropriate course of action with respect to each customer

and to evaluate overall portfolio quality, We closely monitor the status and performance of each individual investment on a quarterly

and, in some cases, a monthly or more frequent basis. Because we are a provider of long-term privately negotiated investment capital

to growth-oriented companies and we actively manage our investments through our contract structure and corporate governance

rights, we do not believe that contract exceptions such as breaches of contractual covenants or late delivery of financial statements are

necessarily an indication of deterioration in the credit quality or the need to pursue remedies or an active workout of a portfolio

investment.

When a loan becomes 90 days or more past due, or if we otherwise do not expect the customer to be able to service its debt and other

obligations, we will, as a general matter, place the loan on non-accrual status and cease recognizing interest income on that loan until

all principal has been paid, However, we may make exceptions to this policy if the investment is well secured and in the process of
collection.

At September 30, 2004 and December 31, 2003, there were $0.1 million and $4.2 million, respectively, of loans, or approximately 0.01%
and 0.6%, respectively, of the investment portfolio, greater than 60 days past due. At September 30, 2004, $12.0 million of loans,

including all of the loans greater than 60 days past due, were on non-accrual status, which represented 1.5% of the investment

portfolio. At December 31, 2003, $14,6 million of loans, including $0. 1 million of the loans greater than 60 days past due, were on

non-accrual status, which represented 2.1% of the investment portfolio. The non-accrual and past due loans at September 30, 2004 and

December 31, 2003 primarily represented borrowers in the publishing, telecommunications and paging businesses. Portions of the trade

publishing industry, which are dependent on financial, technology or telecommunications advertising, have experienced sluggish
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The following table shows the distribution of our investments on the 1 to 5 investment rating scale at fair value as of September 30,
2004 and December 31, 2003 (excluding unearned income):

(dollars in millions)

September 30, 2004 December 3 I, 2003

Investment Investmentsat Pereentageof lnvestmentsat Percentageof

Rating TotalPortfolio TotalPorlfolio

Fair Value Fair Value

1 $ 277.7 (1) 33.9 %$ 234.5 (1) 33.5 °A

2 330.2 40.4 255.4 36.5
3 149.6 18.3 161.9 23.2
4 58.7 7.2 38.8 56
5 1.7 0.2 8.3 12

$ 817.9 100.0 %$ 698.9 100.0 °A

(1) Of this amount, $25.1 million at September 30, 2004 and $7.6 million at December 31, 2003 relates to debt investments in loans for
which we have already realized a gain through the sale of equity instruments. While these debt investments are still outstanding,
all of the related equity instruments have already been sold at a gain and, therefore, we do not expect any further realized gaim

We monitor loan concentrations in our portfolio, both on an individual loan basis and on a sector or industry basis, to manage overall
portfolio performance due to specific customer issues or specific industry issues. The increase in investments with a 2 rating was
primarily due to origination activity during the first nine months of 2004. At September 30, 2004, of the investments with a 5 rating, $0.9
million were loans, all of which were on non-accrual. Of the investments with a 4 rating, $51.9 million were loans, of which $9.9 million
were on non-accrual. At December 31, 2003, of the investments with a 5 rating, $2.6 million were loans, all of which were on
non-accrual. Of the investments with a 4 rating, $32.3 million were loans, of which $12.0 million were on non-accrual. The increase in
investments with a 4 rating during the first none months of 2004 is due primarily to the downgrade of one investment in the technology
sector.

We monitor individual customer's financial trends in order to assess the appropriate course of action with respect to each customer
and to evaluate overall portfolio quality. We closely monitor the status and performance of each individual investment on a quarterly
and, in some cases, a monthly or more frequent basis. Because we are a provider of long-term privately negotiated investment capital
to growth-oriented companies and we actively manage our investments through our contract structure and corporate governance
rights, we do not believe that contract exceptions such as breaches of contractual covenants or late delivery of financial statements are
necessarily an indication of deterioration in the credit quality or the need to pursue remedies or an active workout of a portfolio
investment.

When a loan becomes 90 days or more past due, or if we otherwise do not expect the customer to be able to service its debt and other
obligations, we will, as a general matter, place the loan on non-accrual status and cease recognizing interest income on that loan until
all principal has been paid. However, we may make exceptions to this policy if the investment is well secured and in the process of
collection.

At September 30, 2004 and December 31, 2003, there were $0.1 million and $4.2 million, respectively, of loans, or approximately 0.01%
and 0.6%, respectively, of the investment portfolio, greater than 60 days past due. At September 30, 2004, $12.0 million of loans,
including all of the loans greater than 60 days past due, were on non-accrual status, which represented 1.5% of the investment
portfolio. At December 31, 2003, $14.6 million of loans, including $0.1 million of the loans greater than 60 days past due, were on
non--accrual status, which represented 2.1% of the investment portfolio. The non-accrual and past due loans at September 30, 2004 and
December 31, 2003 primarily represented borrowers in the publishing, telecommunications and paging businesses. Portions of the trade
publishing industry, which are dependent on financial, technology or telecommunications advertising, have experienced sluggish
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advertising revenue. Certain companies in the telecommunications industry have suffered from competitive pressure from low cost and

prepaid cellular calling plans.
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At September 30, 2004, of the $121.2 million of loans to our majority owned portfolio companies, $12.0 million were on non-accrual

status. At December 31, 2003, of the $83.1 million of loans to our majority owned portfolio companies, $10.5 million were on non-accrual

status. At September 30, 2004, of the $36.6 million of loans to our controlled non-majority owned portfolio companies, none were on

non-accrual status. At December 31, 2003, of the $18.6 million of loans to our controlled non-majority owned portfolio companies, $3.9
million were on non-accrual status. As of September 30, 2004, of the $52.3 million of loans to other affiliates, none were on non-accrual

status. As of December 31, 2003, of the $45.6 million of loans to other affiliates, $0.2 million were on non-accrual status.

When principal and interest on a loan is not paid within the applicable grace period, we will contact the customer for collection. At that

time, we will make a determination as to the extent of the problem, if any, We will then pursue a commitment for immediate payment and

if we have not already, we will begin to more actively monitor the investment. We will formulate strategies to optimize the resolution

process and will begin the process of restructuring the investment to better reflect the current financial performance of the customer,

Such a restructuring may involve deferring payments of principal and interest, adjusting interest rates or warrant positions, imposing
additional fees, amending financial or operating covenants or converting debt to equity, In general, in order to compensate us for any

enhanced risk, we receive additional compensation from the customer in connection with a restructuring. During the process of
monitoring a loan that is out of compliance, we will in appropriate circumstances send a notice of non-compliance outlining the specific
defaults that have occurred and preserving our remedies, and initiate a review of the collateral. When a restructuring is not the most

appropriate course of action, we may determine to pursue remedies available under our loan documents or at law to minimize any

potential losses, including initiating foreclosure and/or liquidation proceedings.
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At September 30, 2004, of the $121.2 million of loans to our majority owned portfolio companies, $12.0 million were on non-accrual
status. At December 31, 2003, of the $83.1 million of loans to our majority owned portfolio companies, $10.5 million were on non-accrual
status_ At September 30, 2004, &the $36.6 million of loans to our controlled non-majority owned portfolio companies, none were on
non-accrual status. At December 31, 2003, of the $18.6 million of loans to our controlled non.majority owned portfolio companies, $3.9
million were on non-accrual status. As of September 30, 2004, of the $52.3 million of loans to other affiliates, none were on non-accrual
status. As of December 31, 2003, of the $45.6 million of loans to other affiliates, $0.2 million were on non-accrual status.

When principal and interest on a loan is not paid within the applicable grace period, we will contact the customer for collection. At that
time, we will make a determination as to the extent of the problem, if any. We will then pursue a commitment for immediate payment and
if we have not already, we will begin to more actively monitor the investment. We will formulate strategies to optimize the resolution
process and will begin the process of restructuring the investment to better reflect the current financial performance of the customer.
Such a restructuring may involve deferring payments of principal and interest, adjusting interest rates or warrant positions, imposing
additional fees, amending financial or operating covenants or converting debt to equity. In general, in order to compensate us for any
enhanced risk, we receive additional compensation from the customer in connection with a restructuring. During the process of
monitoring a loan that is out of compliance, we will in appropriate circumstances send a notice of non-compliance outlining the specific
defaults that have occurred and preserving our remedies, and initiate a review of the collateral. When a restructuring is not the most
appropriate course of action, we may determine to pursue remedies available under our loan documents or at law to minimize any
potential losses, including initiating foreclosure and/or liquidation proceedings_
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Results of Operations

Comparison of the Three and Nine Months Ended September 30, 2004 and 2003

Operating Income

Operating income includes interest income on commercial loans, dividend income, advisory fees and other income. Interest income is

comprised of commercial loan interest at contractual rates and upfront fees that are amortized into income over the life of the loan.

Most of our loans contain lending features that adjust the rate margin based on the financial and operating performance of the

borrower, which generally occurs quarterly.

The change in operating income for the three and nine months ended September 30, 2004 compared to the same periods in 2003 is

attributable to the following items:

(dollars in tbonsands) TbreeMontbsEnded

September 30,

2004 vs. 2003

NineMontbsEnded

September 30,

2004 vs. 2003

Change due to:
Increase in assets (a)
Change in LIBOR (a)
Change in spread (a)

2,456 $
880

(2,462 )

620
775

(3,819 )

Increase in loan fee and dividend income

Increase in advisory fees and other income
1,619
2,440

5,615
8,556

Total change in operating income 4,933 $ 11,747

(a) The change in interest income due to change in LIBOR, change in spread and loan growth has been allocated in proportion to the

relationship of the absolute dollar amount of the changes in each.

Total operating income for the third quarter of 2004 was $24.8 million, an increase of $4.9 million or 25% compared to the third quarter of
2003. Total operating income is primarily comprised of interest and dividend income on investments. Interest and dividend income for

the third quarter of 2004 was $20.2 million, an increase of $2.5 million or 14% compared to the third quarter of 2003. The increase was

due to an increase in dividend income of approximately $1.3 million and an increase in interest income of approximately $1.2 million. The

increase in dividend income was primarily related to dividends on preferred stock of one of our control investments, Bridgecom

Holdings, Inc. The increase in interest income on loans was due primarily to growth in total loans and an increase in LIBOR partially

offset by a decrease in the spread to LIBOR in our loan portfolio. The lower spread to LIBOR is primarily the result of a change in our

investment mix, which includes an increase in the proportion of our portfolio that is in diversified sectors (including sectors other than

communications, information services, media and technology). The loans in diversified sectors are generally lower risk and yield lower

interest rates, which accounted for approximately $0.9 million of the change in spread, We have originated these loans to enhance our

diversification to reduce overall portfolio risk and to achieve better execution on our debt financing. Further, because LIBOR increased

during the third quarter of 2004, the spread to LIBOR on fixed rate loans and loans with LIBOR floors decreased. Advisory fees and

other income increased $2.4 million from the third quarter of 2003 to the third quarter of 2004 due primarily to research revenues from

our subsidiary Kagan Research, LLC, which we acquired in the first quarter of 2004, and management fees from one of our control

investments, Bridgecom Holdings, Inc.

Total operating income for the first nine months of 2004 was $69.8 million, an increase of $11.7 million or 20% compared to the first nine

months of 2003. Total operating income is primarily comprised of interest and dividend income on investments. Interest and dividend

income of $57.4 million for the first nine months of 2004 increased 6% from the first nine months of 2003. An increase in dividend

income was partially offset by a decrease in interest income on loans. The increase in dividend income was primarily related to

dividends on preferred stock of one of our control investments, Bridgecom Holdings, Inc. The decrease in interest income on loans
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Results of Operations

Comparison of the Three and Nine Months Ended September 30, 2004 and 2003

Operating Income

Operating income includes interest income on commercial loans, dividend income, advisory fees and other income. Interest income is

comprised of commercial loan interest at contractual rates and upfront fees that are amortized into income over the life of the loan.

Most of our loans contain lending features that adjust the rate margin based on the financial and operating performance of the

borrower, which generally occurs quarterly.

The change in operating income for the three and nine months ended September 30, 2004 compared to the same periods in 2003 is

attributable to the following items:

(dollars in thousands) ThreeMonthsEnded NineMonthsEnded

September 30, September 30,

2004 vs, 2003 2004 vs. 2003

Change due to:
Increase in assets (a) $ 2,456 $ 620

Change in LIBOR (a) 880 775

Change in spread (a) (2,462) (3,819)

Increase in loan fee and dividend income

Increase in advisory fees and other income

1,619 5,615

2,440 8,556

Total change in operating income $ 4,933 $ 11,747

(a) The change in interest income due to change in MBOR, change in spread and loan growth has been allocated in proportion to the

relationship of the absolute dollar amount of the changes in each_

Total operating income for the third quarter of 2004 was $24.8 million, an increase of $4.9 million or 25% compared to the third quarter of

2003, Total operating income is primarily comprised of interest and dividend income on investments. Interest and dividend income for

the third quarter of 2004 was $20.2 million, an increase of SZ5 million or 14% compared to the third quarter of 2003. The increase was

due to an increase in dividend income of approximately $1.3 million and an increase in interest income of approximately $1.2 million, The

increase in dividend income was primarily related to dividends on preferred stock of one of our control investments, Bridgecom

Holdings, Inc. The increase in interest income on loans was due primarily to growth in total loans and an increase in LIBOR partially

offset by a decrease in the spread to LIBOR in our loan portfolio. The lower spread to LIBOR is primarily the result of a change in our

investment mix, which includes an increase in the proportion of our portfolio that is in diversified sectors (including sectors other than

communications, information services, media and technology). The loans in diversified sectors are generally lower' risk and yield lower

interest rates, which accounted for approximately $0.9 million of the change in spread. We have originated these loans to enhance our

diversification to reduce overall portfolio risk and to achieve better execution on our debt financing Further, because LIBOR increased

during the third quarter of 2004, the spread to LIBOR on fixed rate loans and loans with LIBOR floors decreased. Advisory fees and

other income increased $2A million from the third quarter of 2003 to the third quarter of 2004 due primarily to research revenues from

our subsidiary Kagan Research, LLC, which we acquired in the first quarter of 2004, and management fees from one of our control

investments, Bridgecom Holdings, Inc.

Total operating income for the first nine months of 2004 was $69.8 million, an increase of$11,7 million or 20% compared to the first nine

months of 2003. Total operating income is primarily comprised of interest and dividend income on investments. Interest and dividend

income of $57A million for the first nine months of 2004 increased 6% from the first nine months of 2003. An increase in dividend

income was partially offset by a decrease in interest income on loans. The increase in dividend income was primarily related to

dividends on preferred stock of one of our control investments, Bridgecom Holdings, Inc. The decrease in interest income on loans
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increase in L,IBOR. The lower spread to L,IBOR is primarily the result of a change in investment mix, which includes an increase in the

proportion of our portfolio that is in diversified sectors. These loans generally are lower risk and yield lower interest rates, which

accounted for approximately $2.1 million of the change in spread, We have originated these loans to enhance our diversification to

reduce overall portfolio risk and to achieve better execution on our debt financing. Further, because LIBOR increased during the first

nine months of 2004, the spread to LIBOR on fixed rate loans and loans with L,IBOR floors decreased. Advisory fees and other income

increased $8.6 million from the first nine months of 2003 to the first nine months of 2004 due to an increase in advisory services

provided to new and existing customers compared to the prior year's period, research revenues from Kagan Research, L,L,C and

management fees from one of our control investments, Bridgecom Holdings, Inc,

Operating Expenses

Operating expenses include interest expense on borrowings, including amortization of deferred debt issuance costs, employee

compensation, and general and administrative expenses,

The change in operating expenses for the three and nine months ended September 30, 2004 compared to the same periods in 2003 is

attributable to the following items:

(dollnrs in tbonsands) TbreeMontbsEnded

September 30,

2004 vs, 2003

NincMontbsEndcd

Septcmbcr .30,

2004 vs. 200.3

Change due to:
Decrease in borrowings (a)
Change in LIBOR (a)
Change in spread (a)
Debt cost amortization

Salaries and benefits
L,ong-term incentive compensation
General and administrative expense

(74) $
518

(822 )
21

1,710
562
862

(718 )
421

(648 )
28

3,897
5,214
1,712

Total change in operating expense 2,777 $ 9,906

(a) The change in interest expense due to decrease in borrowings, change in L,IBOR, and change in spread has been allocated in

proportion to the relationship of the absolute dollar amount of the changes in each.

Total operating expenses for the third quarter of 2004 were $10,9 million, an increase of $2.8 million or 34% compared to the third

quarter of 2003. Total operating expenses for the first nine months of 2004 were $33.6 million, an increase of $9.9 million or 42%
compared to the first nine months of 2003. Total operating expenses are comprised of three components: (1) interest expense, (2)
salaries and benefits and general and administrative expenses, and (3) long-term incentive compensation.

Interest expense declined by 13% to $2.3 million in the third quarter of 2004 compared to $2,7 million in the third quarter of 2003 and

interest expense declined by 12% to $6.5 million for the first nine months of 2004 compared to $7,4 million for the first nine months of
2003, The decrease in both periods is primarily attributable to a decrease in the spread to LIBOR and a decrease in average borrowings

offset by an increase in LIBOR.

Salaries and benefits and general and administrative expenses increased 69% from $3.7 million in the third quarter of 2003 to $6.3 million

in the third quarter of 2004. For the first nine months of 2004 compared to the same period in 2003, these expenses increased 49% from

$11.5 million in 2003 to $17.1 million in 2004. For the third quarter of 2004, the increase in salaries and benefits and general and

administrative expenses was due primarily to expenses associated with Kagan Research, L,L.C as well as an increase in salaries and

benefits due to additional hires and one time expenses associated with these new employees. The additional hires are part of an

ongoing effort to grow our infrastructure in order to support our plans for future growth, For the year-to-date period the increase is

primarily due to expenses associated with Kagan Research, L,L,C,
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increase in I,IBOR. The lower spread to MBOR is primarily the result of a change in investment mix, which includes an increase in the

proportion of our portfolio that is in diversified sectors_ These loans generally are lower risk and yield lower interest rates, which

accounted for approximately $2.1 million of the change in spread. We have originated these loans to enhance our diversification to

reduce overall portfolio risk and to achieve better execution on our debt financing. Further, because LIBOR increased during the first

nine months of 2004, the spread to LIBOR on fixed rate loans and loans with MBOR floors decreased. Advisory fees and other income

increased $8.6 million from the first nine months of 2003 to the first nine months of 2004 due to an increase in advisory services

provided to new and existing customers compared to the prior year's period, research revenues from Kagan Research, L,LC and

management fees from one of our control investments, Bridgecom Holdings, Inc.

Operating Expenses

Operating expenses include interest expense on borrowings, including amortization of deferred debt issuance costs, employee

compensation, and general and administrative expenses.

The change in operating expenses for the three and nine months ended September 30, 2004 compared to the same periods in 2003 is

attributable to the following items:

(dollars in thousands)

Change due to:

Decrease in borrowings (a)

Change in LIBOR (a)

Change in spread (a)
Debt cost amortization

Salaries and benefits

Long-term incentive compensation

General and administrative expense

Total change in operating expense

ThreeMonthsEnded NineMonthsEnded

September 30, September 30,

2004 vs. 2003 2004 vs, 2003

$ (74) $ (718)
518 421

(822) (648)

21 28

1,710 3,897

562 5,214

862 1,712

$ 2,777 $ 9,906

(a) The change in interest expense due to decrease in borrowings, change in MBOR, and change in spread has been allocated in

proportion to the relationship of the absolute dollar amount of the changes in each.

Total operating expenses for the third quarter of 2004 were $10.9 million, an increase of $2.8 million or 34% compared to the third

quarter of 2003. Total operating expenses for the first nine months of 2004 were $33.6 million, an increase of $9.9 million or 42%

compared to the first nine months of 200L Total operating expenses are comprised of three components: (1) interest expense, (2)

salaries and benefits and general and administrative expenses, and (3) long-term incentive compensation.

Interest expense declined by 13% to $23 million in the third quarter of 2004 compared to $2.7 million in the third quarter of 2003 and

interest expense declined by 12% to $6.5 million for the first nine months of 2004 compared to $7.4 million for the first nine months of

2003. The decrease in both periods is primarily attributable to a decrease in the spread to LIBOR and a decrease in average borrowings

offset by an increase in LIBOR.

Salaries and benefits and general and administrative expenses increased 69% from $3.7 million in the third quarter of 2003 to $6.3 million

in the third quarter of 2004_ For the first nine months of 2004 compared to the same period in 2003, these expenses increased 49% from

$11.5 million in 2003 to $17.1 million in 2004. For the third quarter of 2004, the increase in salaries and benefits and general and

administrative expenses was due primarily to expenses associated with Kagan Research, LLC as well as an increase in salaries and

benefits due to additional hires and one time expenses associated with these new employees_ The additional hires are part of an

ongoing effort to grow our infrastructure in order to support our plans for future growth. For the year-to-date period the increase is

primarily due to expenses associated with Kagan Research, LLC.
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Long-term incentive compensation expense is made up of non-cash amortization of restricted stock awards granted in 2001 and the

treatment of dividends on all shares securing employee loans as compensation. During the first quarter of 2004, our compensation

committee waived the performance-based forfeiture restrictions and modified the time-based forfeiture provisions associated with the

Tier III shares of certain of our executive officers. Long-term incentive compensation totaled $2.3 million and $10.0 million for the third

quarter and first nine months of 2004, respectively, compared to $1.8 million and $4.8 million for the third quarter and first nine months

of 2003, respectively. The increases in long-term incentive compensation are primarily due to the modification made during the first

quarter of 2004.

Net Operating Income Before Investment C~ains and Losses

Net operating income before investment gains and losses (NOI) for the quarter ended September 30, 2004 totaled $13,9 million, an

increase of 18% compared with $11.7 million for the same quarter of 2003. NOI for the nine months ended September 30, 2004 totaled

$36.2 million, an increase of 5% compared with $34.4 million for the nine months ended September 30, 2003.

Net Investtnent Ciains and Losses

Net investment losses totaled ($5.1) million and ($7.7) million for the third quarter and first nine months of 2004, respectively, compared

to ($1.8) million and ($6.6) million for the same respective periods of 2003. Net investment losses for the third quarter of 2004 were

primarily attributable to depreciation on investments in the Publishing and Telecommunications industries partially offset by

appreciation in the Information Services industry. Net investment losses for the first nine months of 2004 related primarily to losses

and depreciation in the Telecommunications, Technology and Publishing industries partially offset by gains and appreciation in the

Information Services industry. See the tables below for more detail on net investment gains and losses. Reversals of unrealized

appreciation and depreciation occur when a gain or loss becomes realized.
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l,ong-term incentive compensation expense is made up of non-cash amortization of restricted stock awards granted in 2001 and the
treatment of dividends on all shares securing employee loans as compensation. During the first quarter of 2004, our compensation
committee waived the performance-based forfeiture restrictions and modified the time-based forfeiture provisions associated with the
Tier III shares of certain of our executive officers. Long-term incentive compensation totaled $2.3 million and $10.0 million for the third

quarter and first nine months of 2004, respectively, compared to $1.8 million and $4,8 million for the third quarter and first nine months
of 2003, respectively. The increases in long-term incentive compensation are primarily due to the modification made during the first
quarter of 2004.

Net Operating Income Before Investment Gains and Losses

Net operating income before investment gains and losses (NOI) for the quarter ended September 30, 2004 totaled $13,9 million, an
increase of 18% compared with $11.7 million for the same quarter of 2003, NOI for the nine months ended September 30, 2004 totaled
$36_2 million, an increase of 5% compared with $34_4 million for the nine months ended September 30, 2003.

Net Investment Gains and Losses

Net investment losses totaled ($5.1) million and ($7_7) million for the third quarter and first nine months of 2004, respectively, compared

to ($1.8) million and ($6.6) million for the same respective periods of 2003. Net investment losses for the third quarter of 2004 were
primarily attributable to depreciation on investments in the Publishing and Telecommunications industries partially offset by
appreciation in the Information Services industry. Net investment losses for the first nine months of 2004 related primarily to losses
and depreciation in the Telecommunications, Technology and Publishing industries partially offset by gains and appreciation in the
Information Services industry. See the tables below for more detail on net investment gains and losses. Reversals of unrealized
appreciation and depreciation occur when a gain or loss becomes realized.
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The following table summarizes our realized gains and losses on investments for the three and nine months ended September 30, 2004
and 2003:

MCG Capital Corporation

Summary of Realized Gains and Losses on Investments

(dollars in thousands)

Portfolio Company

Realized gains (losses) on
loans
VS&A-PBI Holding L,LC

National Systems Integration,
Inc.
FTI Technologies Holdings,
Inc.
AMI Telecommunications
Corporation
Rising Tide Holdings, Inc.
Netplexus Corporation
THE Journal, LL,C
Clear Tel Communications, Inc.
NBG Radio Network, Inc,
aaiPharma Inc.
Other

Sector

Publishing

Telecommunications

Technology

Telecommunications

Publishing

Technology
Publishing
Telecommunications
Broadcasting
Other Diversified

2004

(1,592 )

(1,765 )

ThrceMonthsEnded

September 30,
2003

(48 )
(959 )

Nine Months Ended

September 30,
2004 2003

(5,812 )

(4,125 )

(2,994 ) (5,585 )

(1,765 )

(669 )

(278 )
91

(2,675 )
(48 )

(959 )

(,398 )

$ — $ (7,901 )

(3,308 ) (1,007 ) (9,740 ) (23,378 )

Realized gains (losses) on

equity investments
AMI Telecommunications
Corporation
Talk America Holdings, Inc,
21st Century Newspapers, Inc.
R.R, Bowker LLC
Bridgecom Holdings, Inc.
SXC Health Solutions, Inc.
Netplexus Corporation
Fawcette Technical
Publications Holding
Dakota Imaging, Inc.
Other

Telecommunications

Telecommunications

Newspaper
InformationServices

Telecommunications

Technology
Technology
Publishing

Technology

2,478

(766 )

1,858

1,679

(519 )

53

(3,995 )

2,478
2,268
2,158

(766 )

331
1

2,690

1,679

(519 )

53

1,713 3,071 2,475 3,903

Net realized gains (losses) on
investments

$ (1,595 ) $2,064 $ (7,265 ) $ (19,475 )
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The following table summarizes our realized gains and losses on investments for the three and nine months ended September 30, 2004
and 2003:

MCG Capital Corporation

Summary of Realized Gains and Losses on Investments

(dollars in thousands)

Portfolio Company

Realized gains (losses) on
loans

VS&A-PBI Holding LLC

National Systems Integration,
Inc.

FTI Technologies Holdings,
Inc.
AMI Telecommunications

Corporation
Rising Tide Holdings, Inc.

Netplexus Corporation
THE Journal, LLC
ClearTel Communications, Inc.
NBG Radio Network, Inc.
aaiPharma Inc.
Other

Realized gains (losses) on
equity investments
AMI Telecommunications

Corporation
Talk America Holdings, Inc.
21st Century Newspapers, Inc.
R.R. Bowker LLC

Bridgecom Holdings, Inc.
SXC Health Solutions, Inc.

Netplexus Corporation
Fawcette Technical

Publications Holding
Dakota Imaging, Inc.
Other

Net realized gains (losses) on
investments

ThreeMonthsEnded Nine Months Ended

September 30, September 30,

Sector' 2004 2003 2004 2003

Publishing

Telecommunications

Technology

Telecommunications

Publishing
Technology
Publishing
Telecommunications

Broadcasting
Other Diversified

Telecommunications

Telecommunications

Newspaper
InformationServices

Telecommunications

Technology
Technology
Publishing

Technology

$ -- $ -- $ -- $

(1,592) -- (4,125)

-- -- (2,994)

(1,765) (48) (1,765)
-- (959) --
-- -- (669)

-- -- (278)
49 -- 91

(3,308) (1,007) (9,740)

(3,995)

(7,901

(5,812

(5,585

(2,675
(48

(959

(,398

(23,378

-- 1,858 --
2,478 -- 2,478

-- -- 2,268
-- -- 2,158
-- 1,679 --

(766) -- (766
-- (519) ---

2,690

1,679

(519

-- -- 331 --
1 53 1 53

1,713 3,071 2,475

$ (1,595) $ 2,064 $ (7,265

3,903

$ (19,475

42

_:, 2004. EDGAR Ol:!i:le, Inc.



l ablt'. of Confents

The following table summarizes the net change in our unrealized appreciation and depreciation on investments for the three and nine

months ended September 30, 2004 and 2003:

MCG Capital Corporation

Summary of Net Change in Unrealized Appreciation and Depreciation on Investments

(dollars in thousands)

Portfolio Company Sector ThrccMontbsEnded NineMonthsEnded

2004
September30,

2003 2004

September .30,
2003

Unrealized appreciation on loans

Images corn, lnc Information

Services

5 5 1,466

Other

Unrealized apprecintion on equity investments

Creates, L, .L C.

Fawcette Technical Publications Holding

13ridgecom Holdings, Inc.

NII Communications, Inc

Manhatten Telecommunications Corporation

Superior Publishing Corporation

Talk America Holdings, Inc.

Copperstatc Technologies, Inc

SXC Health Solutions, Inc

Other

Unrealized appreciation on investments

Unrealized depreciation on loans

FTI Technologies Holdings, Inc,

Sunshine Media Delaware, LLC

Telecomm South, LLC

Infomtation

Services

Publishing

Telecommunications

Telecommunications

Telecommunications

Newspaper

Telecommunications

Telecommunications

Technology

Technology

Publishing

Telecommunications

40.3

403

4,917

222

478

593

6,210

6,61.3

(1,000 )
(311 )

(172 )

415

415

331

82

1,268

537

2,633

(497 )

1,091

2,557

12,002

1,025

662

625

618

510

1,263

16,705

19,262

(5,125 )

(.3,619 )

(1,019 )

145

145

1,779

1,442

164

42

2 593

1,379

631

629

8,659

8,804

(463 )

National Systems Integration, Inc

Witter Publishing Co Inc

AMI Telecommunications Corporation

Telecommunications

Publishing

Telecommunications

(602 )

(1,143 )

(910 )

(602 )

(2,863 )

Images corn, Inc

Netplexus Corporation

Information

Services

Technology

(3l )

(32 )

(858 )

(679 )

Corporate Legal Times L L C. Publishing (36 ) (537 )

NOW Communications, lnc Telecommunications (94 ) (559 )

Other (178 ) (234 ) (332 ) (501 )

(2,263 ) (2,073 ) (11,607 ) (6,460 )

Unrealized depreciation on equity investmcnts

Working Mother Media, Inc

National Systems Integration, Inc.

Publishing

Telecommunications

(3,470 )

(132 )

(4,514 )

(3,833 )

(1,041 )

(707 )

ClearTel Communications, Inc.

Copperstate Technologies, Inc

Telecommunications

Telecommunications

(3,668 ) (3,668 )

(2,292 )
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The following table summarizes the net change in our unrealized appreciation and depreciation on investments for the three and nine

months ended September 30, 2004 and 2003:

MCG Capital Corporation

Summary of Net Change in Unrealized Appreciation and Depreciation on Investments

(dollars in thousands)

Portfolio Company Sector ThreeMonthsEnded NineMonthsEnded

September30, September 30,

2004 2003 2004 2003

Information $ -- $

Services

415

415

Unrealized appreciation on loans

Images com, lnc

Other

Unrealized appreciation on equity investments

Creatas, L.LC,

Fawcette Technical Publications Holding

Bridgecom Holdings, lnc

Nil Communications, lnc

Manhatten Telecommunications Corporation

Superior Publishing Corporation

Talk America Holdings, Inc,

Copperstate Technologies, Inc

SXC Health Solutions, lnc

Other

Unrealized appreciation on investments

Unrealized depreciation on loans

FTI Technologies Holdings, lnc.

Sunshine Media Delaware, t,t,C

Telecomm South, I.,LC

National Systems Integration, lnc

Witter Publishing Co Inc

AMI Telecommunications Corporation

Images corn, lnc

Netplexus Corporation

Corporate Legal Times t,t,C

NOW Communications, lnc

Other

Unrealized depreciation on equity investments

Working Mother Media, lnc

National Systems Integration, lne.

Clear/el Communications, lnc.

Copperslate Technologies, lnc

-- $

403

403

Infomaation 4,917 --

Services

Publishing -- --

"lelecommunications -- 33 I

Telecommunications 222 --

Telecommunications 478 --

Newspaper -- --

Telecommunications -- 82

Telecommunications -- 1,268

Technology -- --

593 537

6,210 2,218

6,613 2,633

Technology

Publishing

Telecommunications

Telecommunications

Publishing

Telecommunications

Information

Services

Technology

Publishing

Telecommunications

(I,000)

(311)

(172)

(602

(178

(2,263

Publishing (3,470

Telecommunications

Telecommunications (3,668

Telecommunications

(497

(I,143

(37

(32

(36

(94

(234

(2,073

m

(132

1,466 $

1,091

2,557

12,002

1,025

662

625

618

510

1,263

16,705

19,262

(5,125

(3,619

(1,019

(910

(602

(332)

(11,607)

(4,514)

(3,833)

(3,668)

(2,292)

145

145

1,779

1,442

164

42

2,593

1,379

631

629

8,659

8,804

(463

(2,863

(858

(679

(537

(559

(5Ol

(6,460

(1,041

(707
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Talk America Holdings, Inc

Interactive Business Solutions, Inc.

Telecommunications

Telecommunications

(651 )
(150 ) (480 )

(1,719 )

(777 ) (750 )

ETC Oroup, LL,C

AMI Telecommunications Corporation

Fawcette Technical Publications Holding

Publishing

Telecommunications

Publishing (1,328 )

(750 )
(2,695 )

(1,437 )

Crystal Media Network, LL,C Broadcasting (983 ) (347 ) (983 )

Biznessonline, corn, Inc Telecommunications (2,001 )

Creates, L, L. C

Bridgecom Holdings, Inc,

Platinum Wireless, !nc

Information

Services

Telecommunications

Telecommunications

(771 )

(1,175 )

(170 ) (274 )

Other

Unrealized depreciation on investments

(889 )

(9,599 )

(11,862 )

(437 )

(4,705 )

(6,778 )

(749 )

(18,649 )

(.30,256 )

(1,070 )

(10,958 )

(17,418 )
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Talk America Holdings, Ine

Interactive Business Solutions, lnc.

ETC Group, LLC

AMI Telecommunications Corporation

Fawcette Technical Publications Holding

Crystal Media Network, t.t,C

Biznessonline.com, lne

Creatas, t.t.C

Bridgecom Holdings, Inc

Platinum Wireless, Inc

Other

Unrealized depreciation on investments

Telecommunications

Telecommunications

Publishing

Telecommunications

Publishing

Broadcasting

Telecommunications

Information

Services

Telecommunications

Telecommunications

(651

(150

m

(771

(889

(9,599

(11,862

(480)

(I,328)

(983)

(1,175)

070 )

(437)

(4,705)

(6,778)

(1,719

(777

(750

(347

(749

(18,649

(30,256

(750

(2,695

(1,437

(983

(2,ooi

(274

(I,o7o

(10,958

(17,418
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Portfoho Company Sector ThreeMonthsEnded NtneMonthsEnded

2004

Septcmbcr30,

2003 2004

September 30,

2003

Reversal of unrealized (appreciation) depreciation*

AMI Telecommunications Corporation

FTI Technologies Holdings, Inc

Netplexus Corporation

Bridgecom Holdings, Inc

RR Bowker

Dakota Imaging, Inc

21st Century Newspapers, Inc

Talk America Holdings, Inc

Telecommunications

Technology

Technology

Telecommunications

Information

Services

Technology

Newspaper

Telecommunications

1,592

2,487

(2,441 )

(1,381 )

6,858

4,125

2,41,3

(2,242 )

(794 )

(.331 )

(215 )

5, 143

(1,746 )

THE Journal, L L,C

NBG Radio Network, Inc

Rising Tide Holdings, Inc

National Systems Integration, Inc

VSEtA-PBI Holding L.LC

SXC Health Solutions, Inc

Publishing

Broadcasting

Publishing

Telecommunications

Publishing

Technology

1,752

(631 )

1,752

574

2,735

5,276

7,901

(63 I )

NOW Communications, Inc

Fawcette Technical Publications Holding

Other

Telecommunications

Publishing

113

519

(5 )

658

119

519

(5 )

Total reversal of unrealized (appreciation) depreciation 1,751 254 10,591 21,518

Nct change in unrealized depreciation on investmcnts 5 (.3,498 ) 5 (3,891 ) 5 (403 ) $ 12,904

* When a gain or loss becomes realized, the prior unrealized appreciation or depreciation is reversed.

Net Income

Net income totaled $8.8 million for the quarter ended September 30, 2004 compared to $9.9 million for the quarter ended September 30,
2003. For the nine months ended September 30, 2004, net income totaled $28,5 million compared to $27,8 million for the same period in

2003, Earnings per share for the quarter ended September 30, 2004 decreased from $0.30 for the same period in 2003 to $0.21. Earnings

per share decreased for the nine months ended September 30, 2004 from $0.90 for the same period in 2003 to $0.71. The decrease in

earnings per share for the quarter and year to date is due primarily to a higher number of shares outstanding and a higher amount of
net investment losses during the 2004 periods.

Financial Condition, Liquidity and Capital Resources

Cash, Cash Equivalents and Cash, Securltization Accounts

At September 30, 2004 and December 31,2003, we had $111.9 million and $60.1 million, respectively, in cash and cash equivalents. In

addition, at September 30, 2004 and December 31, 2003, we had $109.9 million and $33.4 million, respectively, in cash, securitization

accounts. We invest cash on hand in interest bearing deposit accounts with daily sweep features. Cash, securitization accounts

includes amounts held in designated bank accounts representing payments received on securitized loans and balances available for

origination of loans by MCG to complete the funding of the 2004-1 Term Securitization. We are required to use a portion of these

amounts to pay interest expense, reduce borrowings, or pay other amounts in accordance with the related securitization agreements

and to originate loans, As of September 30, 2004 and December 31, 2003, $98,9 million and $0.0 million, respectively, of the cash held in
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Portfolio Company

Reversal of unrealized (appreciation) depreciation*

AMI Telecommunications Corporation

FTI Technologies Holdings, lnc

Netplexus Corporation

Bridgecom Holdings, loc

RR Bowker

Dakota Imaging, lnc

21st Century Newspapers, Inc

Talk America Holdings, lnc

THE Journal, I..LC

NBG Radio Network, Inc

Rising Tide Holdings, foe

National Systems Integration, lnc

VS&A-PBI Holding LLC

SXC Health Solutions, Inc

NOW Communications, Inc

Fawcette Technical Publications Holding

Other

Total reversal of unrealized (appreciation) depreciation

Net change in unrealized depreciation on investments

SectoF

Telecommunications

Technology

Technology

Telecommunications

Inromaation

Services

Technology

Newspaper

Telecommunications

Publishing

Broadcasting

Publishing

lelecommunicatioos

Publishing

Technology

l'elecommunications

Publishing

ThreeMonthsEnded

September30,

2004 2003

1,592

2,487

(2,441)

-- 0,381

-- 1,752

-- (63 I

-- 519

113 (5

1,751 254

(3,498) $ (3,891

NineMonthsEnded

September 30,

2004 2003

6,858 5,143

4,125

2,413

(2,242

(794

(331

(215

-- (I,746

-- 1,752

-- 574

-- 2,735

-- 5,276

-- 7,901

-- (631

658

-- 519

119 (5

10,591 21,518

(403 $ 12,904

* When a gain or loss becomes realized, the prior unrealized appreciation or depreciation is reversed.

Net Income

Net income totaled $8.8 million for the quarter ended September 30, 2004 compared to $9.9 million for the quarter ended September 30,
2003. For the nine months ended September 30, 2004, net income totaled $28.5 million compared to $27,8 million for the same period in
2003. Earnings per share for the quarter ended September 30, 2004 decreased from $0.30 for the same period in 2003 to $0.21. Earnings
per share decreased for the nine months ended September 30, 2004 from $0.90 for the same period in 2003 to $0.71. The decrease in
earnings per share for the quarter and year to date is due primarily to a higher number of shares outstanding and a higher amount of
net investment losses during the 2004 periods.

Financial Condition, Liquidity and Capital Resources

Cash, Cash Equivalents and Cash, Securitization Accounts

At September 30, 2004 and December 31,2003, we had $111.9 million and $60.1 million, respectively, in cash and cash equivalents. In
addition, at September 30, 2004 and December 31,2003, we had $109.9 million and $33.4 million, respectively, in cash, securitization
accounts. We invest cash on hand in interest bearing deposit accounts with daily sweep features. Cash, securitization accounts
includes amounts held in designated bank accounts representing payments received on securitized loans and balances available for
origination &loans by MCG to complete the funding of the 2004-1 Term Securitization. We are required to use a portion of these
amounts to pay interest expense, reduce borrowings, or pay other amounts in accordance with the related securitization agreements
and to originate loans. As of September 30, 2004 and December 31, 2003, $98.9 million and $0.0 million, respectively, of the cash held in
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securitization accounts was available for originations of loans that meet certain requirements. Our objective is to maintain sufficient

cash on hand to cover current funding requirements, operations and to maintain flexibility as we manage our debt facilities. Borrowed

funds that have not yet been invested may negatively impact our earnings until they are invested since the interest we pay on

borrowings typically exceeds the rate of return that we are able to earn on temporary cash investments.

For the first nine months of 2004, net cash provided by operating activities totaled $43.6 million, an increase of $14, 1 million over the

first nine months of 2003. This increase was due primarily to higher cash received on previously deferred payment-in-kind interest

during the first nine months of 2004 as compared to the first nine

004 . FDGAR online, Tnc .

securitization accounts was available for originations of loans that meet certain requirements. Our objective is to maintain sufficient
cash on hand to cover current funding requirements, operations and to maintain flexibility as we manage our debt facilities_ Borrowed
funds that have not yet been invested may negatively impact our earnings until they are invested since the interest we pay on
borrowings typically exceeds the rate of return that we are able to earn on temporary cash investments,

For the first nine months of 2004, net cash provided by operating activities totaled $43.6 million, an increase of $14.1 million over the
first nine months of 2003. This increase was due primarily to higher cash received on previously deferred payment-in-kind interest
during the first nine months of 2004 as compared to the first nine

44

_{_ 2004. EDGAR Online, Inc.



Table of Colltcilts

months of 2003. In the first nine months of 2004, net cash provided in investing and financing activities totaled $8.2 million compared

with $115.7 million in the first nine months of 2003. The 2004 activity was principally due to higher investment originations in 2004 more

than offset by principal payments on loans, issuance of common stock and new debt.

Liquidity and Capital Resources

We expect our cash on hand and cash generated from operations, including the portion of the cash in securitization accounts that will

be released to us, to be adequate to meet our cash needs at our current level of operations. We generally fund new originations using

cash on hand, advances under our borrowing facilities and equity financings.

On March 3, 2004, we filed a registration statement on Form N-2 with the Securities and Exchange Commission which allows us to offer,

from time to time, 6,320,896 shares of common stock in one or more offerings and allows certain selling shareholders named therein to

offer, from time to time, up to 11,679,104 shares of common stock in one or more offerings. In connection with this Registration

Statement, on May 26, 2004 we raised $56,3 million of gross proceeds by selling 3,750,000 shares of common stock at an offering price

of $15.00 per share. On June 8, 2004, the underwriters in the May 26, 2004 offering exercised their over-allotment option and purchased

an additional 562,500 shares of common stock at an offering price of $15.00 per share. As a result of the underwriters exercising their

over-allotment, we raised an additional $8.4 million of gross proceeds. Also in connection with this Registration Statement, on

September 21, 2004 we raised $35.4 million of gross proceeds by selling 2,008,396 shares of common stock at an offering price of $17.62

per share, On September 29, 2004, the underwriters in the September 21, 2004 offering exercised their over-allotment option and

purchased an additional 301,259 shares of common stock at an offering price of $17.62 per share, which were registered on a

registration statement on Form N-2 filed on September 16, 2004. As a result of the underwriters exercising their over-allotment, we

raised an additional $5.3 million of gross proceeds.

In order to satisfy the requirements applicable to a regulated investment company, we intend to distribute to our stockholders all of our

income except for certain net capital gains and adjustments for long-term incentive compensation, In addition, as a business

development company, we generally will be required to meet a coverage ratio of total assets to total senior securities, which include all

of our borrowings and any preferred stock we may issue in the future, of at least 200%. As of September 30, 2004, this ratio was 221%.

This requirement limits the amount that we may borrow. To fund growth in our investment portfolio in the future, we anticipate needing

to raise additional capital from various sources, including the equity markets and the securitization or other debt-related markets.

Off Balance Sheet Airangements

We are party to financial instruments with off-balance sheet risk in the normal course of business to meet the financial needs of our

customers, These instruments include commitments to extend credit and involve, to varying degrees, elements of credit risk in excess

of the amount recognized in the balance sheet. We attempt to limit our credit risk by conducting extensive due diligence and obtaining

collateral where appropriate.

As of September 30, 2004, we had unused commitments to extend credit to our customers of $31.6 million, which are not reflected on

our balance sheet. See "Borrowings" section below for discussion of our borrowing facilities.
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months of 2003, In the first nine months of 2004, net cash provided in investing and financing activities totaled $82 million compared
with $115.7 million in the first nine months of 2003, The 2004 activity was principally due to higher investment originations in 2004 more

than offset by principal payments on loans, issuance of common stock and new debt.

Liquidity and Capital Resources

We expect our cash on hand and cash generated from operations, including the portion of the cash in securitization accounts that will
be released to us, to be adequate to meet our cash needs at our current level of operations. We generally fund new originations using
cash on hand, advances under our borrowing facilities and equity financings,

On March 3, 2004, we filed a registration statement on Form N-2 with the Securities and Exchange Commission which allows us to offer,
from time to time, 6,320,896 shares of common stock in one or more offerings and allows certain selling shareholders named therein to

offer, from time to time, up to 11,679,104 shares of common stock in one or more offerings. In connection with this Registration
Statement, on May 26, 2004 we raised $56,3 million of gross proceeds by selling 3,750,000 shares of common stock at an offering price
of $15.00 per share. On June 8, 2004, the underwriters in the May 26, 2004 offering exercised their over-allotment option and purchased
an additional 562,500 shares of common stock at an offering price of $15.00 per share. As a result of the underwriters exercising their

over-allotment, we raised an additional $8.4 million of gross proceeds, Also in connection with this Registration Statement, on
September 21, 2004 we raised $35.4 million of gross proceeds by selling 2,008,396 shares of common stock at an offering price of $17.62
per share_ On September 29, 2004, the underwriters in the September 21, 2004 offering exercised their over-allotment option and
purchased an additional 301,259 shares of common stock at an offering price of $17.62 per share, which were registered on a
registration statement on Form N-2 filed on September 16, 2004. As a result of the underwriters exercising their over-allotment, we
raised an additional $5.3 million of gross proceeds.

In order to satisfy the requirements applicable to a regulated investment company, we intend to distribute to our stockholders all of our
income except for certain net capital gains and adjustments for long-term incentive compensation. In addition, as a business
development company, we generally will be required to meet a coverage ratio of total assets to total senior securities, which include all
of our borrowings and any preferred stock we may issue in the future, of at least 200%, As of September 30, 2004, this ratio was 221%.
This requirement limits the amount that we may borrow. To fund growth in our investment portfolio in the future, we anticipate needing
to raise additional capital from various sources, including the equity markets and the securitization or other debt-related markets.

Off-Balance Sheet Arrangements

We are party to financial instruments with off-balance sheet risk in the normal course of business to meet the financial needs of our
customers. These instruments include commitments to extend credit and involve, to varying degrees, elements of credit risk in excess

of the amount recognized in the balance sheet, We attempt to limit our credit risk by conducting extensive due diligence and obtaining
collateral where appropriate_

As of September 30, 2004, we had unused commitments to extend credit to our customers of $31.6 million, which are not reflected on
our balance sheet. See "Borrowings" section below for discussion of our borrowing facilities.
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Contractual Obligations

The following table shows our significant contractual obligations as of September 30, 2004:

Payments Due by Period

(dollars in millions) Total Lesstban

l year

1-3

years

4-5

years

After

Syears

Contractua)Obligations (a)

Borrowings (b)
Future minimum rental obligations

$471.4 $
13.3

55.0 $90,9 $ —$325,50

1.5 3, 1 3.2 5.5

Total contractual obligations $484.7 $56.5 $94.0 $3.2 $331,0

(a) This excludes the unused commitments to extend credit to our customers of $31.6 million as discussed above.

(b) Borrowings under the Warehouse Credit Facility and the Revolving Credit Facility are listed based on the contractual maturity of

the respective facility due to the revolving nature of the facilities, Repayments of the Series 2001-1 Notes are based on the

contractual principal collections of the loans which comprise the collateral. Repayments of the Series 2004-1 Notes are based on

the contractual maturity of the facility because the required payments are based on principal collections of the loans that

comprise the collateral, but the final pool of collateral my change within 150 days of closing. Actual repayments could differ

significantly due to prepayments by our borrowers and modifications of our borrowers' existing loan agreements.

Borrowings

On September 30, 2004, we completed a $397.7 million term debt securitization. In addition to fundmg continued growth, the proceeds

from the transaction were used to repay all of the outstanding borrowings under our $200 million secured warehouse facility, MCG

Commercial Loan Trust 2003-1, with UBS AG and all of the outstanding borrowings under our $115 million revolving credit facility with

Wachovia Bank, National Association. In connection with these repayments, we terminated these two facilities. In addition, on

September10, 2004, we entered into a $25.0 million senior secured credit facility with Bayerische Hypo-und Vereinsbank, AG.

Term Securitization 2004-/ On September 30, 2004, we established MCG Commercial Loan Trust 2004-1 (the "2004-1 Trust" ), which

issued three classes of series 2004-1 Notes. The facility was structured to hold up to $397.7 million of loans, however as of September

30, 2004 only $296.8 million of loans had been funded. There is an additional $98.9 million of cash held by the trustee as of September

30, 2004 to be used by the 2004-1 Trust to purchase additional loans from us within 150 days of closing. The facility is secured by all of

the 2004-1 Trust's commercial loans, cash held for investment, and any loans subsequently sold to the 2004-1 Trust, which as of

September 30, 2004 totaled $397.0 million. This facility is scheduled to terminate July 20, 2016 or sooner upon the full repayment of the

Class A-l, Class A-2 and Class B Notes, The Class A-I Notes, Class A-2 Notes and Class B Notes are scheduled to be repaid as we

receive principal collections on the underlying collateral.

The 2004-1 Trust issued $250.5 million of Class A-I Notes rated Aaa/AAA, $31.5 million of Class A-2 Notes rated Aa1/AAA, and $43.5

million of Class B Notes rated A2/A as rated by Moody's and Fitch, respectively. As of September 30, 2004 $325,500 of the Series

2004-1 Notes were outstanding. The Series 2004-1 Class A-I Notes, Class A-2 Notes and Class B Notes bear interest of LIBOR plus

0.43%, 0,65%, and 1.30%, respectively.

Senior Secured Credit Facility On September 10, 2004, we entered into a $25.0 million senior secured revolving credit facility with

Bayerische Hypo-Und Vereinsbank, A.G. New advances under the credit facility are at the discretion of the lender. The credit facility

expires on September 10, 2005 and bears interest at LIBOR plus 2.00% or the prime rate plus 0.50%.The credit facility will be secured by

a first priority security interest in our tangible and intangible assets subject to certain excluded collateral and certain permitted other

liens. The credit facility contains customary terms and conditions, including, without limitation, affirmative and negative covenants

such as information reporting, minimum stockholders' equity and a negative pledge. The credit facility also contains customary events

."0DA. F', r)onR Qci i nn
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Contractual Obligations

The following table shows our significant contractual obligations as of September 30, 2004:

(dollars in millions)

Contractual Obligations (a)

Borrowings (b)
Future minimum rental obligations

Total contractual obligations

Total

$ 471.4 $

13.3

$ 484.7 $

Payments Due by Period

Lessthan 1-3 4-5

1 year years years

55.0 $ 90.9 $ --

1.5 3A 3.2

56.5 $ 94.0 $ 3.2

After

5years

$ 325 50

5,5

$ 331.0

(a) This excludes the unused commitments to extend credit to our customers of $31.6 million as discussed above.

(b) Borrowings under the Warehouse Credit Facility and the Revolving Credit Facility are listed based on the contractual maturity of

the respective facility due to the revolving nature of the facilities. Repayments of the Series 2001-1 Notes are based on the

contractual principal collections &the loans which comprise the collateral Repayments of the Series 2004-1 Notes are based on

the contractual maturity of the facility because the required payments are based on principal collections of the loans that

comprise the collateral, but the final pool of collateral my change within 150 days of closing. Actual repayments could differ

significantly due to prepayments by our borrowers and modifications of our borrowers' existing loan agreements.

Borrowings

On September 30, 2004, we completed a $397.7 million term debt securitization. In addition to funding continued growth, the proceeds

from the transaction were used to repay all of the outstanding borrowings under our $200 million secured warehouse facility, MCG

Commercial Loan Trust 2003-1, with UBS AG and all of the outstanding borrowings under our $115 million revolving credit facility with

Wachovia Bank, National Association. In connection with these repayments, we terminated these two facilities. In addition, on

Septemberl 0, 2004, we entered into a $25.0 million senior secured credit facility with Bayerische Hypo-und Vereinsbank, AG.

Term Securitization 2004-1 On September 30, 2004, we established MCG Commercial Loan Trust 2004ol (the "2004-1 Trust"), which

issued three classes of series 2004-1 Notes. The facility was structured to hold up to $397,7 million of loans, however as of September

30, 2004 only $296.8 million of loans had been funded. There is an additional $98.9 million of cash held by the trustee as of September

30, 2004 to be used by the 2004-1 Trust to purchase additional loans from us within 150 days of closing The facility is secured by all of

the 2004-1 Trust's commercial loans, cash held for investment, and any loans subsequently sold to the 2004-1 Trust, which as of

September 30, 2004 totaled $397.0 million. This facility is scheduled to terminate July 20, 2016 or sooner upon the full repayment of the

Class A-l, Class A-2 and Class B Notes. The Class A-1 Notes, Class A-2 Notes and Class B Notes are scheduled to be repaid as we

receive principal collections on the underlying collateral.

The 2004-1 Trust issued $250.5 million of Class A-1 Notes rated Aaa/AAA, $31.5 million of Class A-2 Notes rated Aal/AAA, and $43.5

million of Class B Notes rated A2/A as rated by Moody's and Fitch, respectively_ As of September 30, 2004 $325,500 of the Series

2004-1 Notes were outstanding. The Series 2004-1 Class A-1 Notes, Class A-2 Notes and Class B Notes bear interest of LIBOR plus

0.43%, 0.65%, and 1.30%, respectively.

Senior Secured Credit Facility On September 10, 2004, we entered into a $25.0 million senior secured revolving credit facility with

Bayerische Hypo-Und Vereinsbank, A.G. New advances under the credit facility are at the discretion of the lender. The credit facility

expires on September 10, 2005 and bears interest at MBOR plus 2.00% or the prime rate plus 0.50%_ The credit facility will be secured by

a first priority security interest in our tangible and intangible assets subject to certain excluded collateral and certain permitted other

liens. The credit facility contains customary terms and conditions, including, without limitation, affirmative and negative covenants

such as information reporting, minimum stockholders' equity and a negative pledger The credit facility also contains customary events
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of default with customary cure and notice, including, without limitation, nonpayment misrepresentation in a material respect, breach of
covenant, cross-default to other indebtedness, bankruptcy, change of control, change of management and material adverse change.

As of September 30, 2004, we had $25,0 million outstanding under the credit facility.
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As of September 30, 2004, we had $25.0 million outstanding under the credit facility.

46

,;)'_ 2004. EDGAR On] line, inc.



fable of Contents

II'arehouse Facility On January 29, 2004, our wholly owned, bankruptcy remote, special purpose indirect subsidiary, MCG Commercial

Loan Trust 2003-1 entered into a $200 million secured warehouse credit facility with an affiliate of UBS AG. We used the warehouse

credit facility to fund our origination and purchase of a diverse pool of loans, including broadly syndicated rated loans, which we

securitized using an affiliate of the lender as the exclusive structurer and underwriter or placement agent. Advances under the credit

facility bore interest at L,IBOR plus 0.50%. The warehouse credit facility operated much like a revolving credit facility that is primarily

secured by the loans acquired with the advances under the credit facility. On September 30, 2004, we paid off the warehouse credit

facility with the proceeds from the Term Securitization 2004-1 and terminated the facility.

Tenn Securitiz ation On December 27, 2001, we established the MCG Commercial Loan Trust 2001-1 (the "Trust" ), which issued two

classes of Series 2001-1 Notes. The facility is secured by all of the Trust's commercial loans which were contributed by us and totaled

$205. 1 million as of September. 30, 2004 and $247.5 million as of December 31, 2003. This facility is scheduled to terminate on February

20, 2013 or sooner upon full repayment of the Class A and Class B Notes. The Class A and Class B Notes are scheduled to be repaid as

we receive principal collections on the underlying collateral.

The 2001-1 Trust issued $229, 8 million of Class A Notes rated AAA/Aaa/AAA, and $35.4 million of Class B Notes rated A/A2/A (the

"Series 2001-1 Class A Asset Backed Bonds" and "Series 2001-1 Class B Asset Backed Bonds" ) as rated by Standard & Poor's,

Moody's and Fitch, respectively. As of September .30, 2004, $120.9 million of the Series 2001-1 Notes were outstanding and $173.1
million were outstanding as of December 31, 2003. The Series 2001-1 Class A Asset Backed Bonds bear interest of LIBOR plus 0.60%

and Series 2001-1 Class B Asset Backed Bonds bear interest of L,IBOR plus 1,75%, and interest on both is payable quarterly.

Revolving Credit Facility As of June 1, 2000, we, through MCG Master Trust, established a revolving credit facility (the "Revolving

Credit Facility" ), which allowed us to issue up to $200.0 million of Series 2000-1 Class A Notes (the "Series 2000-1 Notes" or "Series

2000-1 Class A Asset Backed Securities" ), On February 12, 2004, the Revolving Credit Facility was amended to, among other things,

reduce our borrowing capacity from $200,0 million to $130.0 million and reduce the interest rate from a commercial paper rate plus 3.0%

to L,IBOR plus 1.5%. On September 30, 2004, we paid off the revolving credit facility with the proceeds from the Term Securitization

2004-1 and terminated the facility. As of December 31, 2003, there were $130.0 million of the Series 2000-1 Notes outstanding with one

investor. As of September 30, 2004 and December 31, 2003, we had no notes outstanding under a swingline credit facility (the

"Swingline Notes" ), which was part of the Revolving Credit Facility, that allowed us to borrow up to $25.0 million as part of the $200,0

million total facility limit for a period of up to four days. The Revolving Credit Facility was secured by $194.3 million of commercial

loans as of December 31, 2003.

Each debt facility except the Senior Secured Credit Facility are funded through bankruptcy remote, special purpose, wholly owned

subsidiaries of ours and, therefore, their assets may not be available to our creditors,

Outstanding Borrowings

At September 30, 2004, we had aggregate outstanding borrowings of $471.4 million. The following table shows the facility amounts and

outstanding borrowings at September 30, 2004:

(dollars in millions) Facility

amount

Amount

outstanding

Intcrcst

Rata(a)

Term Securitization
Series 2004-1 Class A-1 Asset Backed Bonds $250.5 $250.5 2.06 %

Series 2004-1 Class A-2 Asset Backed Bonds
Series 2004-1 Class B Asset Backed Bonds

Series 2001-1 Class A Asset Backed Bonds
Series 2001-1 Class B Asset Backed Bonds

Senior Secured Credit Facility

31.5
43,5
85.5
35.4
25,0

31.5 2.28
43.5 2,93
85.5 2.23
35.4 3.38
25.0 3,88

Total borrowings $471.4 $471.4 2..38 %
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Warehouse Facility On January 29, 2004, our wholly owned, bankruptcy remote, special purpose indirect subsidiary, MCG Commercial

Loan Trust 2003-1 entered into a $200 million secured warehouse credit facility with an affiliate ofUBS AG. We used the warehouse

credit facility to fund our origination and purchase of a diverse pool of loans, including broadly syndicated rated loans, which we

securitized using an affiliate of the lender as the exclusive stmcturer and underwriter or placement agent. Advances under the credit

facility bore interest at MBOR plus 0.50%. The warehouse credit facility operated much like a revolving credit facility that is primarily

secured by the loans acquired with the advances under the credit facility. On September 30, 2004, we paid offthe warehouse credit

facility with the proceeds from the Term Securitization 2004-1 and terminated the facility.

Term Securitization On December 27, 2001, we established the MCG Commercial Loan Trust 2001-1 (the "Trust"), which issued two

classes of Series 2001-1 Notes. The facility is secured by all of the Trust's commercial loans which were contributed by us and totaled

$205.1 million as of September 30, 2004 and $247.5 million as of December 31, 2003. This facility is scheduled to terminate on February

20, 2013 or sooner upon full repayment of the Class A and Class B Notes. The Class A and Class B Notes are scheduled to be repaid as

we receive principal collections on the underlying collateral.

The 2001-1 Trust issued $229,8 million of Class A Notes rated AAA/Aaa/AAA, and $35.4 million of Class B Notes rated A/A2/A (the

"Series 2001-1 Class A Asset Backed Bonds" and "Series 2001-1 Class B Asset Backed Bonds") as rated by Standard & Poor's,

Moody's and Fitch, respectively. As of September 30, 2004, $120.9 million of the Series 2001-1 Notes were outstanding and $173.1

million were outstanding as of December 31, 2003. The Series 2001-1 Class A Asset Backed Bonds bear interest of LIBOR plus 0.60%

and Series 2001-1 Class B Asset Backed Bonds bear interest of MBOR plus 1.75%, and interest on both is payable quarterly.

Revolving Credit Facility As &June 1,2000, we, through MCG Master Trust, established a revolving credit facility (the "Revolving

Credit Facility"), which allowed us to issue up to $200.0 million of Series 2000...1 Class A Notes (the "Series 2000-1 Notes" or "Series

2000-1 Class A Asset Backed Securities"). On February 12, 2004, the Revolving Credit Facility was amended to, among other things,

reduce our borrowing capacity from $200_0 million to $130.0 million and reduce the interest rate from a commercial paper rate plus 3.0%

to I,IBOR plus 1.5% On September 30, 2004, we paid offthe revolving credit facility with the proceeds from the Term Securitization

2004-1 and terminated the facility. As of December 31,2003, there were $130.0 million of the Series 2000-1 Notes outstanding with one

investor. As of September 30, 2004 and December 31,2003, we had no notes outstanding under a swingline credit facility (the

"Swingline Notes"), which was part of the Revolving Credit Facility, that allowed us to borrow up to $25.0 million as part of the $200.0

million total facility limit for a period of up to four days. The Revolving Credit Facility was secured by $194.3 million &commercial

loans as of December 31, 2003.

Each debt facility except the Senior Secured Credit Facility are funded through bankruptcy remote, special purpose, wholly owned

subsidiaries of ours and, therefore, their assets may not be available to our creditors,

Outstanding Borrowings

At September 30, 2004, we had aggregate outstanding borrowings of $471.4 million_ The following table shows the facility amounts and

outstanding borrowings at September 30, 2004:

(dollars in millions) Facility Amount Interest

amount outstanding Rate(a)

Term Securitization

Series 2004-1 Class A-1 Asset Backed Bonds

Series 2004-1 Class A-2 Asset Backed Bonds

Series 2004-1 Class B Asset Backed Bonds

Series 2001-1 Class A Asset Backed Bonds

Series 2001-1 Class B Asset Backed Bonds

Senior Secured Credit Facility

Total borrowings

$ 250.5 $ 250.5 2.06 °A

31.5 31.5 2.28

43.5 43.5 2.93

85.5 855 2.23

35.4 35.4 3.38

250 25.0 3.88

$ 471.4 $ 471.4 2.38 °A
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(a) Excludes the cost of commitment fees and other facility fees.
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(a) Excludes the cost of commitment fees and other facility fees.
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At December 31, 2003, we had aggregate outstanding borrowings of $304, 1 million. The following table shows the facility amounts and

outstanding borrowings at December 31, 2003:

(dollars in millions) Facility

amount

Amount

outstanding

Interest

Rate(a)

Term Securitization
Series 2001-1 Class A Asset Backed Bonds $137,7 $137.7 1.77 %

Series 2001-1 Class B Asset Backed Bonds

Revolving Credit Facility
Series 2000-1 Class A Asset Backed Securities

35.4

200.0

35.4 2,92

1,31.0 4.12

Total borrowings $373.1 $304.1 2.91 %

(a) Excludes the cost of commitment fees and other facility fees.

Each of our borrowing facilities is funded through bankruptcy remote, special purpose, wholly-owned subsidiaries of ours and,

therefore, their assets may not be available to our creditors. See Note 3 to the Consolidated Financial Statements for further discussion

of our borrowings.

Dividends

We have elected to be taxed as a regulated investment company under Subchapter M of the Internal Revenue Code. In order to

maintain our status as a regulated investment company, we are required to (i) distribute at least 90% of our investment company

taxable income and 90% of any ordinary pre-RIC built in gains we recognize between January 1, 2002 and December 31, 2011, less any

taxes due on those gains to avoid corporate level taxes on the amount distributed to stockholders (other than any built in gain

recognized between January 1, 2002 and December 31, 2011) and (ii) distribute (actually or on a deemed basis) at least 98% of our

income (both ordinary income and net capital gains) to avoid an excise tax. We intend to make distributions on a quarterly basis to our

stockholders of all of our income, except for certain net capital gains and adjustments for long-term incentive compensation expense.

We intend to make deemed distributions to our stockholders of any retained net capital gains.

We may not be able to achieve operating results that will allow us to make distributions at a specific level or to increase the amount of
these distributions from time to time. In addition, we may be limited in our ability to make distributions due to the asset coverage test

for borrowings applicable to us as a business development company under the Investment Company Act of 1940 and due to

provisions in our credit facilities. If we do not distribute a certain percentage of our income annually, we will suffer adverse tax

consequences, including possible loss of our status as a regulated investment company. We cannot assure shareholders that they will

receive any distributions or distributions at a particular level,

The following table summarizes our dividends declared and paid on all shares, including restricted stock, to date:

Date Declared Record Date Payment Date Amount

October 29, 2004
July 28, 2004

April 22, 2004

November 19, 2004
August 20, 2004

May 7, 2004

January 27, 2005 0.42
October 28, 2004 0.42

July 29, 2004 0,42

! "00-'. . FDGRR Online, Inc.
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At December 31, 2003, we had aggregate outstanding borrowings of $304,1 million. The following table shows the facility amounts and

outstanding borrowings at December 31, 2003:

(dollars in millions) Facility Amount Interest

amount outstanding Rate(a)

Term Securitization
Series 2001-1 Class A Asset Backed Bonds

Series 2001-1 Class B Asset Backed Bonds

Revolving Credit Facility
Series 2000-1 Class A Asset Backed Securities

Total borrowings

$ 137.7 $ 137.7 1.77 %

35.4 35.4 2.92

200_0 131.0 4.12

$ 373.1 $ 304.1 2.91%

(a) Excludes the cost of commitment fees and other facility fees.

Each of our borrowing facilities is funded through bankruptcy remote, special purpose, wholly-owned subsidiaries of ours and,
therefore, their assets may not be available to our creditors. See Note 3 to the Consolidated Financial Statements for further discussion

of our borrowings,

Dividends

We have elected to be taxed as a regulated investment company under Subchapter M of the Internal Revenue Code. In order to
maintain our status as a regulated investment company, we are required to (i) distribute at least 90% of our investment company
taxable income and 90% of any ordinary pre-RIC built in gains we recognize between January 1, 2002 and December 31, 2011, less any
taxes due on those gains to avoid corporate level taxes on the amount distributed to stockholders (other than any built in gain
recognized between January 1, 2002 and December 31, 2011) and (ii) distribute (actually or on a deemed basis) at least 98% of our
income (both ordinary income and net capital gains) to avoid an excise tax. We intend to make distributions on a quarterly basis to our
stockholders of all of our income, except for certain net capital gains and adjustments for long-term incentive compensation expense.
We intend to make deemed distributions to our stockholders of any retained net capital gains.

We may not be able to achieve operating results that will allow us to make distributions at a specific level or to increase the amount of
these distributions from time to time. In addition, we may be limited in our ability to make distributions due to the asset coverage test
for borrowings applicable to us as a business development company under the Investment Company Act of 1940 and due to

provisions in our credit facilities. If we do not distribute a certain percentage of our income annually, we will suffer adverse tax
consequences, including possible loss of our status as a regulated investment company. We cannot assure shareholders that they will
receive any distributions or distributions at a particular level.

The following table summarizes our dividends declared and paid on all shares, including restricted stock, to date:

Date Declared Record Date Payment Date Amount

October' 29, 2004 November 19, 2004 January 27, 2005 0.42
July 28, 2004 August 20, 2004 October 28, 2004 0.42

April 22, 2004 May 7, 2004 July 29, 2004 042
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March 25, 2004
December 16, 2003

August 6, 2003
June 16, 2003

March 28, 2003
December 18, 2002
September 30, 2002

June 3, 2002
March 28, 2002

December 31,2001

Total Declared

April 6, 2004
December 31,2003

August 18, 2003
June 23, 2003
April 16, 2003

December 30, 2002
October 16, 2002

June 11,2002
April 17, 2002

January 22, 2002

April 29, 2004
January 29, 2004
October 30, 2003

July 30, 2003
April 29, 2003

January 30, 2003
October 30, 2002

July 31,2002
April 30, 2002

January 31, 2002

0.42
0.42
0.42
0.41
0.40
0,42
0.46
0.47
0.41
0.86

March 25, 2004
December 16, 2003

August 6, 2003
June 16, 2003

March 28, 2003
December 18, 2002
September 30, 2002

June 3, 2002
March 28, 2002

December 31, 2001

Total Declared

April 6, 2004
December 3I, 2003

August 18, 2003
June23, 2003
April 16, 2003

December 30, 2002
October 16, 2002

June 11,2002

April 17, 2002
January 22, 2002

April 29, 2004
January 29, 2004
October 30, 2003

July 30, 2003

April 29, 2003
January 30, 2003
October 30, 2002

July 31,2002
April 30, 2002

January 31, 2002

0,42
0,42
0.42
0.41
0.40
0,42
0A6
0,47
041
0,_6

$ 5,95
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The aggregate dividend of $0.86 per share in December 2001 consisted of a dividend of $0.25 per share for the fourth quarter of 2001

and an additional dividend of $0.61 per share representing the distribution of substantially all of our earnings and profits since

inception through December 31, 2001. The aggregate dividend of $0.46 declared in September 2002 consisted of a dividend of $0.43 per

share for the third quarter of 2002 and an additional dividend of $0.03 per share which represented the remaining distribution of our

earnings and profits since inception through December 31, 2001. The aggregate dividend declared in December 2001 along with the

$0.03 dividend declared in September, 2002 were required for us to qualify as a regulated investment coinpany,

Related Party Transactions

Prior to election to be regulated as a business development company, we terminated our stock option plan and adopted a restricted

stock program under which we issued 1,539,851 shares of restricted common stock to employees and directors. The total number of
shares issued for the termination of the option plan was based upon the Black-Scholes option-pricing model and assumptions and

approved by our board of directors,

Additionally, in connection with the termination of our stock option plan, certain executive officers and employees purchased a portion

of the 1,539,851 shares of restricted common stock at a per share price of $17.00, Those executive officers and employees issued

partially non-recourse notes to us, with an aggregate face value of $5,8 million secured by approximately 1.4 million shares with a value

of $23.8 million at the initial public offering price. The notes are payable at the end of a four and a half-year term, subject to

acceleration, bear interest at 4, 13'/o payable annually and are secured by all of the restricted common stock held by such employee and

for some employees, for a specified time-period, additional shares of our common stock the employee owns. The notes are

non-recourse as to the principal amount but recourse as to the interest. Amounts due on these loans are reflected as a reduction of
stockholders' equity in the consolidated balance sheets.

In the first quarter of 2004, as part of a review of our executive compensation, the compensation committee of our Board of Directors

agreed with certain of our executive officers to allow the forfeiture restrictions to lapse with respect to their Tier I and Tier II shares

immediately upon full repayment of the partially nonrecourse promissory notes that are secured by the restricted stock, In addition, the

compensation committee waived the performance-based forfeiture restrictions and modified the time-based forfeiture provisions

associated with the Tier III shares through their respective amended and restated restricted stock agreements. The impact of these

changes on long-term incentive compensation expense was an increase of approximately $4, 1 million for the first quarter of 2004,

Critical Accounting Policies

The consolidated financial statements are based on the selection and application of significant accounting policies, which require

management to make significant estimates and assumptions. We believe that the following are some of the more critical judgment areas

in the application of our accounting policies that currently affect our financial condition and results of operations.

Income Recognition

Interest on commercial loans is computed by methods that generally result in level rates of return on principal amounts outstanding.

When a loan becomes 90 days or more past due, or if we otherwise do not expect the customer to be able to service its debt and other

obligations, we will, as a general matter, place the loan on non-accrual status and cease recognizing interest income on that loan until

all principal has been paid. However, we may make exceptions to this policy if the investment is well secured and in the process of
collection,

Paid-in-Kind Interest

In accordance with GAAP, we include in income certain amounts that we have not yet received in cash, such as contractual

paid-in-kind (PIK) interest, which represents contractually deferred interest added to the loan
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The aggregate dividend of $0.86 per share in December 2001 consisted of a dividend of $0.25 per share for the fourth quarter of 2001
and an additional dividend of $0.61 per share representing the distribution of substantially all of our earnings and profits since

inception through December 31, 2001. The aggregate dividend of $0.46 declared in September 2002 consisted of a dividend of $0.43 per
share for the third quarter of 2002 and an additional dividend of $0.03 per share which represented the remaining distribution of our

earnings and profits since inception through December 31,2001. The aggregate dividend declared in December 2001 along with the
$0.03 dividend declared in September, 2002 were required for us to qualify as a regulated investment company,

Related Party Transactions

Prior to election to be regulated as a business development company, we terminated our stock option plan and adopted a restricted
stock program under which we issued 1,539,851 shares of restricted common stock to employees and directors. The total number of
shares issued for the termination of the option plan was based upon the Black-Scholes option-pricing model and assumptions and

approved by our board of directors.

Additionally, in connection with the termination of our stock option plan, certain executive officers and employees purchased a portion
of the 1,539,851 shares of restricted common stock at a per share price of $1700. Those executive officers and employees issued
partially non-recourse notes to us, with an aggregate face value of $5.8 million secured by approximately 1.4 million shares with a value
of $23.8 million at the initial public offering price, The notes are payable at the end of a four and a half-year term, subject to
acceleration, bear interest at 4.13% payable annually and are secured by all of the restricted common stock held by such employee and

for some employees, for a specified time-period, additional shares of our common stock the employee owns, The notes are
non-recourse as to the principal amount but recourse as to the interest. Amounts due on these loans are reflected as a reduction of

stockholders' equity in the consolidated balance sheets.

In the first quarter of 2004, as part of a review of our executive compensation, the compensation committee of our Board of Directors
agreed with certain of our executive officers to allow the forfeiture restrictions to lapse with respect to their Tier I and Tier II shares
immediately upon full repayment of the partially nonrecourse promissory notes that are secured by the restricted stock. In addition, the

compensation committee waived the performance-based forfeiture restrictions and modified the time-based forfeiture provisions
associated with the Tier III shares through their respective amended and restated restricted stock agreements. The impact of these
changes on long-term incentive compensation expense was an increase of approximately $4.1 million for the first quarter of 2004,

Critical Accounting Policies

The consolidated financial statements are based on the selection and application of significant accounting policies, which require

management to make significant estimates and assumptions. We believe that the following are some of the more critical judgment areas

in the application of our accounting policies that currently affect our financial condition and results of operations.

Income Recognition

Interest on commercial loans is computed by methods that generally result in level rates of return on principal amounts outstanding.
When a loan becomes 90 days or more past due, or if we otherwise do not expect the customer to be able to service its debt and other
obligations, we will, as a general matter, place the loan on non-accrual status and cease recognizing interest income on that loan until
all principal has been paid. However, we may make exceptions to this policy if the investment is well secured and in the process of
collection.

Paid.in-Kind Interest

In accordance with GAAP, we include in income certain amounts that we have not yet received in cash, such as contractual

paid-in-kind (PIK) interest, which represents contractually deferred interest added to the loan
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balance that is generally due at the end of the loan term. However, in certain cases, a customer makes principal payments on its loan

prior to making payments to reduce the PIK loan balances and, therefore, the PIK portion of a customer's loan can increase while the

total outstanding amount of the loan to that customer may stay the same or decrease. PIK loans represented $14,9 million or 1.8% of
our portfolio of investments as of September 30, 2004 and $27.3 million or 3.9% of our portfolio of investments as of December 31, 2003.

PIK related activity for the nine months ended September 30, 2004 and the year ended December 31, 2003 was as follows:

(in millions)

Beginning PIK loan balance
PIK. interest earned during the period

Change in interest receivable on PIK loans

Principal payments of cash on PIK loans

PIK loans converted to other securities

Realized loss

NineMonths

Ended

September30, 2004

27.3 $
7.9

(12.3 )
(7.9 )
(0.1 )

YeerEnded

December31,

2003

27.2
18.3
0.1

(7.0 )
(10.9 )
(0.4 )

Ending PIK loan balance 14.9 $ 27,3

As noted above, in certain cases, a customer may make principal payments on its loan that are contractually applied first to the

non-PIK loan balance instead of the PIK loan balance, If all principal payments from these customers had been applied first to any PIK

loan balance outstanding at the time of the payment, and any remainder applied to the non-PIK loan balance, an additional $S.5 million

of payments would have been applied against the September 30, 2004 PIK loan balance of $14.9 million and an additional $6,6 million of
payments would have been applied against the December 31, 2003 PIK loan balance of $27,3 million.

As of September 30, 2004, 90% of the $14,9 million of PIK loans outstanding have an investment rating of 3 or better and as of
December 31, 2003, 93% of the $27.3 million of PIK loans outstanding had an investment rating of 3 or better. The net increase in loan

balances as a result of contracted PIK arrangements is separately identified on our consolidated statements of cash flows.

Loan Origination Fees

Loan origination fees are deferred and amortized as adjustments to the related loan's yield over the contractual life of the loan. In

certain loan arrangements, warrants or other equity interests are received from the borrower as additional origination fees. The

borrowers granting these interests are typically non-publicly traded companies. We record the financial instruments received at fair

value as determined by our hoard of directors. Fair values are determined using various valuation models which attempt to estimate the

underlying value of the associated entity, These models are then applied to our ownership share considering any discounts for

transfer restrictions or other terms which impact the value. Changes in these values are recorded through our statement of operations,

Any resulting discount on the loan from recordation of warrant and other equity instruments are accreted into income over the term of
the loan. We had $13,2 million and $16.4 million of unearned income as of September 30, 2004 and December 31, 2003, respectively.

50

! 20Ue . Eocni. Dnl inn, rn =.

Tabk' of Contents

balance that is generally due at the end of the loan term However, in certain cases, a customer makes principal payments on its loan
prior to making payments to reduce the PIK loan balances and, therefore, the PIK portion of a customer's loan can increase while the
total outstanding amount of the loan to that customer may stay the same or decrease. PIK loans represented $14,9 million or 1.8% of
our portfolio of investments as of September 30, 2004 and $27_3 million or 3.9% of our portfolio of investments as of December 31, 2003.

PIK related activity for the nine months ended September 30, 2004 and the year ended December 31, 2003 was as follows:

(in millions)

Beginning PIK loan balance
PIK interest earned during the period

Change in interest receivable on PIK loans
Principal payments of cash on PIK loans
PIK loans converted to other securities
Realized loss

Ending PIK loan balance

NineMonths

Ended

September30,2004

27.3
7.9

(12.3)
(7.9)
(o.1)

YearEnded

December3 I,

2003

$ 27.2
18.3
0.1

(7.0)
(10,9)
(0.4)

$ 14.9 $ 27,3

As noted above, in certain cases, a customer may make principal payments on its loan that are contractually applied first to the
non-PIK loan balance instead of the PIK loan balance, If all principal payments from these customers had been applied first to any PIK

loan balance outstanding at the time of the payment, and any remainder applied to the non-PIK loan balance, an additional $5.5 million
of payments would have been applied against the September 30, 2004 PIK loan balance of $14.9 million and an additional $6_6 million of
payments would have been applied against the December 31, 2003 PIK loan balance of $27.3 million.

As of September 30, 2004, 90% of the $14,9 million of PIK loans outstanding have an investment rating of 3 or better and as of
December 31,2003, 93% of the $27.3 million of PIK loans outstanding had an investment rating of 3 or better. The net increase in loan
balances as a result of contracted PIK arrangements is separately identified on our consolidated statements of cash flows.

Loan Origination Fees

Loan origination fees are deferred and amortized as adjustments to the related loan's yield over the contractual life of the loan. In
certain loan arrangements, warrants or other equity interests are received from the borrower as additional origination fees. The
borrowers granting these interests are typically non-publicly traded companies. We record the financial instruments received at fair
value as determined by our board of directors. Fair values are determined using various valuation models which attempt to estimate the
underlying value of the associated entity, These models are then applied to our ownership share considering any discounts for
transfer restrictions or other terms which impact the value. Changes in these values are recorded through our statement of operations.

Any resulting discount on the loan from recordation of warrant and other equity instruments are accreted into income over the term of
the loan, We had $13_2 million and $16.4 million of unearned income as of September 30, 2004 and December 31, 2003, respectively.
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Unearned fee activity for the nine months ended September 30, 2004 and year ended December 31, 2003 was as follows:

NineMonthsKndedseptember30, 2004 Year Ended December 31, 2003

(in millions) Cash

Received

Equitylnterest

and Future

Receivables

Total Cash

Received

Equitylnterest

and Future

Receivables

Total

Beginning unearned

income balance
Additional fees
Unearned income
recognized
Unearned fees applied
against loan balance

$ 5.6

2.3
(2.5 )

(0.5 )

10.8

2,3
(4.8 )

4.6
(7.3 )

1.8
(29 )

(0.5 ) (1.6 )

$16.4 $8,3 $ 4.5 $12.8
10.6 12.4
(4.1 ) (7.0 )

(0.2 ) (1.8 )

Ending unearned income $4.9
balance

8.3 $13.2 $5.6 $ 10.8 $16,4

(a) When a loan is paid off at an amount below our cost basis, we apply any fees received that have not been recognized as income

against the outstanding loan amount to reduce the cost basis, which has the effect of reducing any realized loss.

Other Fees

In certain investment transactions, we perform investment banking and other advisory services. For services that are separately

identifiable and external evidence exists to substantiate fair value, income is recognized as earned which is generally when the

investment transaction closes,

Valuation of Investments

At September 30, 2004, approximately 78'/o of our total assets represented investments recorded at fair value. Value, as defined in

Section 2(a)(41) of the Investment Company Act of 1940, is (i) the market price for those securities for which a market quotation is

readily available and (ii) for all other securities and assets, fair value is as determined in good faith by the board of directors. Since

there is typically no readily available market value for the investments in our portfolio, we value substantially all of our investments at

fair value as determined in good faith by the board of directors pursuant to a valuation policy and a consistent valuation process,

Because of the inherent uncertainty of determining the fair value of investments that do not have a readily available market value, the

fair value of our investments determined in good faith by the board of directors may differ significantly from the values that would

have been used had a ready market existed for the investments, and the differences could be material.

There is no single standard for determining fair value in good faith. As a result, determining fair value requires that judgment be

applied to the specific facts and circumstances of each portfolio investment. Unlike banks, we are not permitted to provide a general

reserve for anticipated loan losses. Instead, we must determine the fair value of each individual investment on a quarterly basis. We

will record unrealized depreciation on investments when we believe that an investment has decreased in value, including where

collection of a loan or realization of an equity security is doubtful. Conversely, we will record unrealized appreciation if we believe that

the underlying portfolio company has appreciated in value and, therefore, our investment has also appreciated in value, where

appropriate,

As a business development company, we invest primarily in illiquid securities including debt and equity securities of private

companies. The structure of each debt and equity security is specifically negotiated to enable us to protect our investment and

maximize our returns. We generally include many terms governing interest rate, repayment terms, prepayment penalties, financial
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Unearned fee activity for the nine months ended September 30, 2004 and year ended December 31, 2003 was as follows:

NineMonthsEndedSeptember30,2004 Year Ended December 3 I, 2003

(in millions) Cash Equitylnterest Total Cash Equitylnterest Total

Received and Future Received and Future

Receivables Receivables

Beginning unearned $ 5.6 $ 10.8 $ 16.4 $ 8.3 $ 4.5 $ 12.8
income balance
Additional fees 2.3 2.3 4.6 1,8 10.6 12.4

Unearned income (2.5) (4.8) (7.3) (2.9) (4.1) (7.0)

recognized
Unearned fees applied (0.5) -- (0.5) (1.6) (0,2) (1,8)
against loan balance

Ending uneamed income $ 4.9 $ 8.3 $ 13.2 $ 5.6 $ 10_8 $ 16.4
balance

(a) When a loan is paid off at an amount below our cost basis, we apply any fees received that have not been recognized as income
against the outstanding loan amount to reduce the cost basis, which has the effect of reducing any realized loss.

Other Fees

In certain investment transactions, we perform investment banking and other advisory services. For services that are separately
identifiable and external evidence exists to substantiate fair value, income is recognized as earned which is generally when the

investment transaction closes,

Valuation of Investments

At September 30, 2004, approximately 78% of our total assets represented investments recorded at fair value. Value, as defined in
Section 2(a)(41) of the Investment Company Act of 1940, is (i) the market price for those securities for which a market quotation is

readily available and (ii) for all other securities and assets, fair value is as determined in good faith by the board of directors, Since
there is typically no readily available market value for the investments in our portfolio, we value substantially all of our investments at
fair value as determined in good faith by the board of directors pursuant to a valuation policy and a consistent valuation process.
Because of the inherent uncertainty of determining the fair value of investments that do not have a readily available market value, the
fair value of our investments determined in good faith by the board of directors may differ significantly from the values that would
have been used had a ready market existed for the investments, and the differences could be material.

There is no single standard for determining fair value in good faith. As a result, determining fair value requires that.judgment be
applied to the specific facts and circumstances of each portfolio investment. Unlike banks, we are not permitted to provide a general
reserve for anticipated loan losses. Instead, we must determine the fair value of each individual investment on a quarterly basis. We
will record unrealized depreciation on investments when we believe that an investment has decreased in value, including where
collection of a loan or realization of an equity security is doubtful, Conversely, we will record unrealized appreciation if we believe that
the underlying portfolio company has appreciated in value and, therefore, our investment has also appreciated in value, where

appropriate.

As a business development company, we invest primarily in illiquid securities including debt and equity securities of private
companies. The structure of each debt and equity security is specifically negotiated to enable us to protect our investment and
maximize our returns. We generally include many terms governing interest rate, repayment terms, prepayment penalties, financial
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covenants, operating covenants, ownership and corporate governance parameters, dilution parameters, liquidation preferences, voting

rights, and put or call rights. In many cases, our loan agreements also allow for increases in the spread to the base index rate if the

financial or operational performance of the customer deteriorates or shows negative variances from the customer's business
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plan and, in some cases, allow for decreases in the spread if financial or operational performance improves or exceeds the customer' s

plan. Our investments are generally subject to some restrictions on resale and generally have no established trading market. Because

of the type of investments that we make and the nature of our business, our valuation process requires an analysis of various factors,

Our fair value methodology includes the examination of, among other things, the underlying investment performance, financial

condition and market changing events that impact valuation.

With respect to private debt and equity securities, each investment is valued using industry valuation benchmarks, and, where

appropriate, the value is assigned a discount reflecting the illiquid nature of the investment and/or our minority, non-control position.

When an external event such as a purchase transaction, public offering, or subsequent debt or equity sale occurs, the pricing indicated

by the external event will be used to corroborate our private debt or equity valuation. Securities that are traded in the over-the-counter

market or on a stock exchange generally will be valued at the prevailing bid price on the valuation date. However, restricted or thinly

traded public securities may be valued at discounts from the public market value due to the restrictions on sale.

Stock-based Compensation

We account for stock-based compensation under Accounting Principles Board Opinion No. 25, "Accounting for Stock Issued to

Employees" and related interpretations. For restricted common stock issued to employees for whom no return-based criteria apply,

compensation expense, equal to the value of the shares at the later of the grant date or the date at which all return-based forfeiture

provisions lapsed or were removed, is recorded over the term of the forfeiture provisions. See Note 5 to the Consolidated Financial

Statements for further discussion of our employee stock plans.

Securitization Transactions

Periodically, we transfer pools of loans to special purpose entities (SPEs) for use in securitization transactions. These on-balance sheet

securitization transactions comprise a significant source of our overall funding, with the total face amount of the outstanding loans

and equity investments assumed by third parties equaling $518.7 million at September 30, 2004 and $441.8 million at December 31, 2003.

On April I, 2001, the Company adopted the requirements of SFAS No, 140, "Accounting for Transfers and Servicing Of Financial

Assets and Extinguisbments ofLiabilities ",which applies prospectively to all securitization transactions occurring after March 31,
2001. Adoption of SFAS No. 140 did not have a material impact on our operations or financial position. Transfers of loans have not met

the requirements of SFAS No, 140 for sales treatment and are, therefore, treated as secured borrowings, with the transferred loans

remaining in investments and the related liability recorded in borrowings.

Recent Development

On October 29, 2004, MCG portfolio company, Bridgecom Holdings, Inc. , entered into a merger agreement with Broadview Networks

Holdings, Inc. The merger is expected to close in the first quarter of 2005 and is subject to regulatory approvals, the consent to the

merger by Broadview's lenders and other closing conditions, Given the conditions to closing, there can be no assurance as to the

timing of close or that the transaction will close.

"00 4, EL)u!ia o!1 1. i i1.w, i iic .

Table of Contents

plan and, in some cases, allow for decreases in the spread if financial or operational performance improves or exceeds the customer's
plan. Our investments are generally subject to some restrictions on resale and generally have no established trading market. Because
of the type of investments that we make and the nature of our business, our valuation process requires an analysis of various factors.
Our fair value methodology includes the examination of, among other things, the underlying investment performance, financial
condition and market changing events that impact valuation.

With respect to private debt and equity securities, each investment is valued using industry valuation benchmarks, and, where
appropriate, the value is assigned a discount reflecting the illiquid nature of the investment and/or our minority, non-control position.
When an external event such as a purchase transaction, public offering, or subsequent debt or equity sale occurs, the pricing indicated
by the external event will be used to corroborate our private debt or equity valuation. Securities that are traded in the over-the-counter
market or on a stock exchange generally will be valued at the prevailing bid price on the valuation date. However, restricted or thinly
traded public securities may be valued at discounts from the public market value due to the restrictions on sale.

Stock-based Compensation

We account for stock-based compensation under Accounting Principles Board Opinion No. 25, "Accounting for Stock Issued to
Employees" and related interpretations. For restricted common stock issued to employees for whom no return-based criteria apply,
compensation expense, equal to the value of the shares at the later of the grant date or the date at which all return-based forfeiture
provisions lapsed or were removed, is recorded over the term of the forfeiture provisions. See Note 5 to the Consolidated Financial
Statements for further discussion of our employee stock plans.

Securitization Transactions

Periodically, we transfer pools of loans to special purpose entities (SPEs) for use in securitization transactions. These on-balance sheet
securitization transactions comprise a significant source of our overall funding, with the total face amount of the outstanding loans
and equity investments assumed by third parties equaling $518_7 million at September 30, 2004 and $441.8 million at December 31, 2003.
On April 1, 2001, the Company adopted the requirements of SFAS No. 140, "Accounting for Transfers and Servicing of Financial
Assets and Extinguishments of Liabilities ", which applies prospectively to all securitization transactions occurring after March 31,
2001. Adoption of SFAS No. 140 did not have a material impact on our operations or financial position. Transfers of loans have not met
the requirements of SFAS No. 140 for sales treatment and are, therefore, treated as secured borrowings, with the transferred loans
remaining in investments and the related liability recorded in borrowings.

Recent Development

On October 29, 2004, MCG portfolio company, Bridgecom Holdings, Inc., entered into a merger agreement with Broadview Networks
Holdings, Inc. The merger is expected to close in the first quarter of 2005 and is subject to regulatory approvals, the consent to the
merger by Broadview's lenders and other closing conditions. Given the conditions to closing, there can be no assurance as to the
timing of close or that the transaction will close.
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Risk Factors

Investing in our common stock involves a high degree of rislc, You should consider carefully the risks described below and all other

information contained in this quarterly report, including our financial statements and the related notes and the schedules and

exhibits to this quarterly report,

Risks Related to Our Business and Financial Results

We have a limited operating history as a business development company and as a regulated investment company, which may impair

your ability to assess our prospects.

Prior to our initial public offering in December 2001, we had not operated as a business development company under the Investment

Company Act of 1940 or as a regulated investment company under Subchapter M of the Internal Revenue Code. As a result, we have

limited operating results under these regulatory frameworks that can demonstrate to you either their effect on our business or our

ability to manage our business under these frameworks, In addition, prior to our initial public offering, our management had no prior

experience managing a business development company or regulated investment company. We cannot assure you that we will be able

to operate successfully as a business development company and a regulated investment company.

Because there is generally no established market for which to value our investments, our board of directors' determination of the

value of our investments may differ materially from the values that a ready market or third party would attribute to these

investments.

Under the 1940 Act, we are required to carry our portfolio investments at market value or, if there is no readily available market value, at

fair value as determined by our board. We are not permitted to maintain a general reserve for anticipated loan losses. Instead, we are

required by the 1940 Act to specifically value each individual investment and to record any unrealized depreciation for any asset that

we believe has decreased in value. Because there is typically no public market for the loans and equity securities of the companies in

which we invest, our board will determine the fair value of these loans and equity securities on a quarterly basis pursuant to our

valuation policy. These determinations of fair value necessarily will be somewhat subjective. Accordingly, these values may differ

significantly from the values that would be determined by a third party or placed on the portfolio if there existed a market for our loans

and equity securities,

We make loans to and invest in primarily small- and medium-sized privately owned companies, which may default on their loans,

thereby reducing or eliminating the return on our investments.

Our portfolio primarily consists of loans to and securities issued by small- and medium-sized privately owned businesses, Compared to

larger publicly owned firms, these companies may be more vulnerable to economic downturns, may have more limited access to capital

and higher funding costs, may have a weaker financial position, and may need more capital to expand or compete. These businesses

also may experience substantial variations in operating results. They may face intense competition, including from companies with

greater financial, technical and marketing resources, Typically, they also depend for their success on the management talents and

efforts of an individual or a small group of persons, The death, disability or resignation of any of their key employees could harm their

financial condition. Furthermore, some of these companies do business in regulated industries and could be affected by changes in

government regulation. Accordingly, these factors could impair their cash flow or result in other events, such as bankruptcy, which

could limit their ability to repay their obligations to us, and may adversely affect the return on, or the recovery of, our investment in

these businesses. Deterioration in a borrower's financial condition and prospects may be accompanied by deterioration in any

collateral for the loan.

Some of these companies may be unable to obtain financing from public capital markets or from traditional credit sources, such as

commercial banks. Accordingly, advances made to these types of customers may entail a higher risk of loss than advances made to

customers who are able to utilize traditional credit sources. These conditions may also make it difficult for us to obtain repayment of

our loans.
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Risk Factors

Investing in our common stock involves a high degree of risk, You should consider carefully the risks described below and all other
information contained in this quarter(y report, including our financial statements and the related notes and the schedules and
exhibits to this quarterly report,

Risks Related to Our Business and Financial Results

We have a limited operating history as a business development company and as a regulated investment company, which may impair

your ability to assess our prospects.

Prior to our initial public offering in December 2001, we had not operated as a business development company under the Investment
Company Act of 1940 or as a regulated investment company under Subchapter M of the Internal Revenue Code. As a result, we have

limited operating results under these regulatory frameworks that can demonstrate to you either their effect on our business or our
ability to manage our business under these frameworks. In addition, prior to our initial public offering, our management had no prior
experience managing a business development company or regulated investment company. We cannot assure you that we will be able
to operate successfully as a business development company and a regulated investment company.

Because there is generally no established market for which to value our investments, our board of directors' determination of the
value of our investments may differ materially from the values that a ready market or third party would attribute to these
investments.

Under the 1940 Act, we are required to carry our portfolio investments at market value or, if there is no readily available market value, at
fair value as determined by our board. We are not permitted to maintain a general reserve for anticipated loan losses, Instead, we are
required by the 1940 Act to specifically value each individual investment and to record any unrealized depreciation for any asset that
we believe has decreased in value. Because there is typically no public market for the loans and equity securities of the companies in
which we invest, our' board will determine the fair value of these loans and equity securities on a quarterly basis pursuant to our
valuation policy. These determinations of fair value necessarily will be somewhat subjective. Accordingly, these values may differ
significantly from the values that would be determined by a third party or placed on the portfolio if there existed a market for our loans

and equity securities.

We make loans to and invest in primarily small- and medium-sized privately owned companies, which may default on their loans,

thereby reducing or eliminating the return on our investments,

Our portfolio primarily consists of loans to and securities issued by small- and medium-sized privately owned businesses. Compared to
larger publicly owned firms, these companies may be more vulnerable to economic downturns, may have more limited access to capital
and higher funding costs, may have a weaker financial position, and may need more capital to expand or compete. These businesses
also may experience substantial variations in operating results_ They may face intense competition, including from companies with

greater financial, technical and marketing resources, Typically, they also depend for their success on the management talents and
efforts of an individual or a small group of persons. The death, disability or resignation of any of their key employees could harm their
financial condition, Furthermore, some of these companies do business in regulated industries and could be affected by changes in

government regulation. Accordingly, these factors could impair their cash flow or result in other events, such as bankruptcy, which
could limit their ability to repay their obligations to us, and may adversely affect the return on, or the recovery of, our investment in
these businesses. Deterioration in a borrower's financial condition and prospects may be accompanied by deterioration in any

collateral for the loan.

Some of these companies may be unable to obtain financing from public capital markets or from traditional credit sources, such as
commercial banks. Accordingly, advances made to these types of customers may entail a higher risk of loss than advances made to
customers who are able to utilize traditional credit sources. These conditions may also make it difficult for us to obtain repayment of

our loans.
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Furthermore, there is generally no publicly available information about such companies and we must rely on the diligence of our

employees to obtain information in connection with our investment decisions. If we are unable to uncover all material information

about these companies, we may not make a fully informed investment decision and we may lose money on our investments.

lf the industry sectors in which our portfolio is concentrated experience adverse economic or business conditions, our operating

results may be negatively impacted.

Our customer base is primarily in the communications, information services, media and technology, including software and

technology-enabled business services, industry sectors. These customers can experience adverse business conditions or risks related

to their industries.

~ Many media companies rely on advertising, which tends to be cyclical and influenced by macro-economic factors, as their

primary revenue stream. In addition, many media companies are subject to risks associated with the increasing cost of raw

inaterial commodities such as paper, printing and postage, and broadcasters are subject to the risks associated with a regulated

environment. Within the last two years, we have been negatively affected by our customers in the magazine publishing sector, in

particular those with substantial exposure to financial services, telecommunications and technology advertising, These

advertising categories experienced steeper declines than the general advertising market.

~ Communications companies often have high customer acquisition costs and require significant liquidity. As a result, these

companies require significant infusions of capital and would be adversely affected by a disruption in their ability to raise capital.

In addition, such companies are subject to the risks associated with a changing regulatory environment. Much of the current

difficulty facing the industry is a function of overcapacity and speculation by investors related to ongoing deregulation and

future demand related to the internet and emerging broadband applications.

~ Information services businesses are subject to risks associated with their dependence on intellectual property assets, If their

ability to access critical intellectual property rights is impaired, their businesses could be suddenly and adversely affected. Other

risks for information services businesses include the possibility of innovations that render certain services obsolete.

~ Providers of technology, including sofhvare and technology-enabled business services, may experience significant costs in

keeping their products and services technologically up-to-date. Some also have high fixed costs and capital expenditure

requirements that require significant access to capital.

Accordingly, if our customers suffer (as some customers currently are) due to these adverse business conditions or risks or due to

economic slowdowns or downturns in these industry sectors, we will be more vulnerable to losses in our portfolio and our operating

results may be negatively impacted, Furthermore, if demand for financing by existing and new customers in these industries declines,

we may not be able to increase our lending and investment volume and our operating results will be adversely affected.

Economic downturns or recessions could impair our customers' ability to repay our loans, harm our operating results and reduce

our volume of new loans.

Many of our customers may be susceptible to economic downturns or recessions and may be unable to repay our loans during these

periods. Therefore, our non-performing assets are likely to increase and the value of our portfolio is likely to decrease during these

periods. Adverse economic conditions also may decrease the value of collateral securing some of our loans and the value of our equity

investments. Economic downturns or recessions could lead, to financial losses in our portfolio and a decrease in net income.

1.1nfavorable economic conditions could also lead to a decrease in revenues and assets.

An economic downturn could disproportionately impact the industry sectors in which we concentrate causing us to be more

vulnerable to losses in our portfolio and experience diminished demand for capital in these industry sectors and, consequently, our

operating results may be negatively impacted,
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Furthermore, there is generally no publicly available information about such companies and we must rely on the diligence of our
employees to obtain information in connection with our investment decisions. If we are unable to uncover all material information
about these companies, we may not make a fully informed investment decision and we may lose money on our investments.

If the industry sectors in which our portfolio is concentrated experience adverse economic or business conditions, our operating

results may be negatively impacted.

Our customer base is primarily in the communications, information services, media and technology, including software and
technology-enabled business services, industry sectors. These customers can experience adverse business conditions or risks related
to their industries.

, Many media companies rely on advertising, which tends to be cyclical and influenced by macro-economic factors, as their
primary revenue stream. In addition, many media companies are subject to risks associated with the increasing cost of raw
material commodities such as paper, printing and postage, and broadcasters are subject to the risks associated with a regulated
environment. Within the last two years, we have been negatively affected by our customers in the magazine publishing sector, in

particular those with substantial exposure to financial services, telecommunications and technology advertising. These
advertising categories experienced steeper declines than the general advertising market.

, Communications companies often have high customer acquisition costs and require significant liquidity. As a result, these

companies require significant infusions of capital and would be adversely affected by a disruption in their ability to raise capital.
In addition, such companies are subject to the risks associated with a changing regulatory environment. Much of the current
difficulty facing the industry is a function of overcapacity and speculation by investors related to ongoing deregulation and
future demand related to the internet and emerging broadband applications.

, Information services businesses are subject to risks associated with their dependence on intellectual property assets, If their
ability to access critical intellectual property rights is impaired, their businesses could be suddenly and adversely affected_ Other
risks for information services businesses include the possibility of innovations that render certain services obsolete.

, Providers of technology, including software and technology-enabled business services, may experience significant costs in
keeping their products and services technologically up-to-date. Some also have high fixed costs and capital expenditure

requirements that require significant access to capital.

Accordingly, if our customers suffer (as some customers currently are) due to these adverse business conditions or risks or due to
economic slowdowns or downturns in these industry sectors, we will be more vulnerable to losses in our portfolio and our operating

results may be negatively impacted. Furthermore, if demand for financing by existing and new customers in these industries declines,

we may not be able to increase our lending and investment volume and our operating results will be adversely affected.

Economic downturns or recessions could impair our customers' ability to repay our loans, harm our operating results and reduce
our volume of new loans.

Many of our customers may be susceptible to economic downturns or recessions and may be unable to repay our loans during these

periods. Therefore, our non-performing assets are likely to increase and the value of our portfolio is likely to decrease during these
periods. Adverse economic conditions also may decrease the value of collateral securing some of our loans and the value of our equity
investments. Economic downturns or recessions could lead, to financial losses in our portfolio and a decrease in net income.
Unfavorable economic conditions could also lead to a decrease in revenues and assets,

An economic downturn could disproportionately impact the industry sectors in which we concentrate causing us to be more
vulnerable to losses in our portfolio and experience diminished demand for capital in these industry sectors and, consequently, our

operating results may be negatively impacted.
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At September 30, 2004 and December 31, 2003, there were $0.1 million and $4.2 million, respectively, of loans, or approximately 0.01%
and 0.6%, respectively, of the investment portfolio, greater than 60 days past due. At September 30, 2004, $12.0 million of loans,

including all of the loans greater than 60 days past due, were on non-accrual status, which represented 1.5% of the investment

portfolio. At December 31, 2003, $14,6 million of loans, including $0. 1 million of the loans greater than 60 days past due, were on

non-accrual status, which represented 2.1% of the investment portfolio. The non-accrual and past due loans at September 30, 2004 and

December 31, 2003 primarily represented borrowers in the publishing, telecommunications and paging businesses. Portions of the trade

publishing industry, which are dependent on financial, technology or telecommunications advertising, experienced sluggish

advertising revenue, Certain companies in the telecommunications industry have suffered from competitive pressure from low cost and

prepaid cellular calling plans. At September 30, 2004, of the $121.2 million of loans to our majority owned portfolio companies, $12.0
million were on non-accrual status. At December 31, 2003, of the $83.1 million of loans to our majority owned portfolio companies, $10.5
million were on non-accrual status. At September 30, 2004, of the $36.6 million of loans to our controlled non-majority owned portfolio

companies, none were on non-accrual status. At December 31, 2003, of the $18.6 million of loans to our controlled non-majority owned

portfolio companies, $3.9 million were on non-accrual status. As of September 30, 2004, of the $52.3 million of loans to other affiliates,

none were on non-accrual status. As of December 31, 2003, of the $45.6 million of loans to other affiliates, $0.2 million were on

non-accrual status.

IJnfavorable economic conditions also could increase our funding costs, limit our access to the capital markets or result in a decision

by lenders not to extend credit to us. These events could prevent us from increasing our loan originations and investments and harm

our operating results,

Ifwe fail to qualify as a regulated investment company, we will have to pay corporate-level taxes on our income and our income

available for distribution would be reduced.

We elected to be taxed for federal income tax purposes as a regulated investment company under Subchapter M of the Internal

Revenue Code with the filing of our federal corporate income tax return for 2002, which election was effective as of January 1, 2002. If
we can meet certain requirements, including source of income, asset diversification and distribution requirements, as well as if we

continue to qualify as a business development company, we will qualify to be a regulated investment company and will not have to

pay corporate-level taxes on any income we distribute to our stockholders as dividends, allowing us to substantially reduce or

eliminate our corporate-level tax liability. Covenants and provisions in our credit facilities limit the ability of our subsidiaries and our

securitization trusts to make distributions to us, which could affect our ability to make distributions to our stockholders and to

maintain our status as a regulated investment company. In addition, we may have difficulty meeting the requirement to make

distributions to our stockholders because in certain cases we may recognize income before or without receiving cash representing

such income. If we fail to qualify as a regulated investment company, we will have to pay corporate-level taxes on all of our income

whether or not we distribute it, which would substantially reduce the amount of income available for distribution to our stockholders.

Even if we qualify as a regulated investment company, we generally will be subject to a corporate-level income tax on the income we do

not distribute. Moreover, if we do not distribute at least 98% of our income, we generally will be subject to a 4% excise tax.

Because we will distribute substantially all of our income to our stockholders, we will continue to need additional capital to finance

our growth. If additional capital is unavailable or not available on favorable terms, our ability to grow will be impaired.

In order to satisfy the requirements applicable to a regulated investment company, we intend to distribute to our stockholders all of our

income except for certain net capital gains. We expect to elect to make deemed distributions to our stockholders of the retained net

capital gains, In addition, as a business development company, we generally will be required to meet a coverage ratio of total assets to

total senior securities, which
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At September 30, 2004 and December 31, 2003, there were $0.1 million and $4.2 million, respectively, of loans, or approximately 0.01%
and 0.6%, respectively, of the investment portfolio, greater than 60 days past due. At September 30, 2004, $12.0 million of loans,
including all of the loans greater than 60 days past due, were on non-accrual status, which represented 1.5% of the investment
portfolio. At December 31, 2003, $14.6 million of loans, including $0.1 million of the loans greater than 60 days past due, were on
non-accrual status, which represented 2.1% of the investment portfolio. The non-accrual and past due loans at September 30, 2004 and
December 31, 2003 primarily represented borrowers in the publishing, telecommunications and paging businesses. Portions of the trade
publishing industry, which are dependent on financial, technology or telecommunications advertising, experienced sluggish
advertising revenue. Certain companies in the telecommunications industry have suffered from competitive pressure from low cost and
prepaid cellular calling plans. At September 30, 2004, of the $121.2 million of loans to our majority owned portfolio companies, $12.0
million were on non-accrual status. At December 31, 2003, of the $83.1 million of loans to our majority owned portfolio companies, $10.5

million were on non-accrual status. At September 30, 2004, of the $36.6 million of loans to our controlled non-majority owned portfolio
companies, none were on non-accrual status. At December 31, 2003, of the $18.6 million of loans to our controlled non-majority owned
portfolio companies, $3.9 million were on nomaccrual status. As of September 30, 2004, of the $52.3 million of loans to other affiliates,
none were on non-accrual status. As of December 31, 2003, of the $45.6 million of loans to other affiliates, $0.2 million were on
non-accrual status.

Unfavorable economic conditions also could increase our funding costs, limit our access to the capital markets or result in a decision

by lenders not to extend credit to us. These events could prevent us from increasing our loan originations and investments and harm

our operating results.

If we fail to qualify as a regulated investment company, we will have to pay corporate-level taxes on our income and our income
available for distribution would be reduced.

We elected to be taxed for federal income tax purposes as a regulated investment company under Subchapter M of the Internal
Revenue Code with the filing of our federal corporate income tax return for 2002, which election was effective as of January 1,2002. If
we can meet certain requirements, including source of income, asset diversification and distribution requirements, as well as if we
continue to qualify as a business development company, we will qualify to be a regulated investment company and will not have to
pay corporate-level taxes on any income we distribute to our stockholders as dividends, allowing us to substantially reduce or
eliminate our corporate-level tax liability. Covenants and provisions in our credit facilities limit the ability of our subsidiaries and our
securitization trusts to make distributions to us, which could affect our ability to make distributions to our stockholders and to

maintain our status as a regulated investment company. In addition, we may have difficulty meeting the requirement to make
distributions to our stockholders because in certain cases we may recognize income before or without receiving cash representing

such income. If we fail to qualify as a regulated investment company, we will have to pay corporate-level taxes on all of our income
whether or not we distribute it, which would substantially reduce the amount of income available for distribution to our stockholders.

Even if we qualify as a regulated investment company, we generally will be subject to a corporate-level income tax on the income we do
not distribute. Moreover, if we do not distribute at least 98% of our income, we generally will be subject to a 4% excise tax.

Because we will distribute substantially all of our income to our stockholders, we will continue to need additional capital to finance
our growth. If additional capital is unavailable or not available on favorable terms, our ability to grow will be impaired.

In order to satisfy the requirements applicable to a regulated investment company, we intend to distribute to our stockholders all of our
income except for certain net capital gains. We expect to elect to make deemed distributions to our stockholders &the retained net
capital gains. In addition, as a business development company, we generally will be required to meet a coverage ratio of total assets to
total senior securities, which
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include all of our borrowings and any preferred stock we may issue in the future, of at least 200%. This requirement limits the amount

that we may borrow. Because we will continue to need capital to grow our loan and investment portfolio, this limitation may prevent us

from incurring debt and require us to raise additional equity at a time when it may be disadvantageous to do so. Additional financing

may not be available on favorable terms, if at all, or may be restricted by the terms of our securitization facilities. If additional funds are

not available to us, we could be forced to curtail or cease our new lending and investment activities, and our net asset value could

decrease.

We have substantial indebtedness and servicing our indebtedness could reduce funds available to grow our business.

As of September 30, 2004, we had $446.4 million of outstanding borrowings under our securitization facilities and $25.0 million of

outstanding borrowings under our Senior Secured Revolving Credit Facility. As a result, our current financial structure has a high

proportion of debt and our debt service is substantial. As of September 30, 2004, the weighted average annual interest rate on all of our

outstanding borrowings was 2.38%. In order for us to cover our annual interest payments on indebtedness, we must achieve annual

returns on our September 30, 2004 total assets of at least 1.07%. Our ability to service our debt depends largely on our financial

performance and will be subject to prevailing economic conditions and competitive pressures.

In addition, our subsidiaries have sold some of our loans to trusts that serve as the vehicles for our securitization facilities, and we do

not hold legal title to these assets. However, we bear losses of principal and interest from defaults on these loans held by the trusts up

to the amount of our retained interest in the trusts, which was approximately $160.2 million as of September 30, 2004.

Our securitization facilities impose financial and operating covenants that restrict our business activities, including limitations that

could hinder our ability to finance additional loans and investments or to make the distributions required to maintain our status as a

regulated investment company under Subchapter M of the Internal Revenue Code.

Borrowings, also known as leverage, magnify the potential for gain or loss on amounts invested and, therefore, increase the risks

associated with investing in our securities. Leverage is generally considered a speculative investment technique. If the value of our

consolidated assets increases, then leveraging would cause the net asset value attributable to our common stock to increase more than

it otherwise would have had we not used leverage. Conversely, if the value of our consolidated assets decreases, leveraging would

cause net asset value attributable to our common stock to decline more than it otherwise would have had we not used leverage.

Similarly, any increase in our consolidated revenue in excess of consolidated interest expense on our borrowed funds would cause our

net income to increase more than it would without the use of leverage. Any decrease in our consolidated revenue would cause net

income to decline more than it would have had we not borrowed funds and could negatively affect our ability to make distributions on

our common stock.

As a business development company, we generally are required to meet a coverage ratio of total assets to total borrowings and other

senior securities, which include all of our borrowings and any preferred stock we may issue in the future, of at least 200%. If this ratio

declines below 200%, we may not be able to incur additional debt and may need to sell a portion of our investments to repay some debt

when it is disadvantageous to do so, and we may not be able to make distributions. At September 30, 2004, this ratio was approximately

221%.

In addition, because substantially all of our assets and liabilities are priced using various short-term rate indices, including one-month

to six-month LIBOR, commercial paper rates and the prime rate, the timing of changes in market interest rates or in the relationship

between interest rate indices could affect the interest rates earned on interest-earning assets differently than the interest rates paid on

interest-bearing liabilities, which could result in a decrease in net income.
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include all of our borrowings and any preferred stock we may issue in the future, of at least 200%. This requirement limits the amount

that we may borrow. Because we will continue to need capital to grow our loan and investment portfolio, this limitation may prevent us

from incurring debt and require us to raise additional equity at a time when it may be disadvantageous to do so. Additional financing

may not be available on favorable terms, if at all, or may be restricted by the terms of our securitization facilities. If additional funds are

not available to us, we could be forced to curtail or cease our new lending and investment activities, and our net asset value could

decrease_

We have substantial indebtedness and servicing our indebtedness could reduce funds available to grow our business.

As of September 30, 2004, we had $446.4 million of outstanding borrowings under our securitization facilities and $25.0 million of

outstanding borrowings under our Senior Secured Revolving Credit Facility. As a result, our current financial structure has a high

proportion of debt and our debt service is substantial. As of September 30, 2004, the weighted average annual interest rate on all of our

outstanding borrowings was 2.38%. In order for us to cover our annual interest payments on indebtedness, we must achieve annual

returns on our September 30, 2004 total assets of at least 1.07%. Our ability to service our debt depends largely on our financial

performance and will be subject to prevailing economic conditions and competitive pressures.

In addition, our subsidiaries have sold some of our loans to trusts that serve as the vehicles for our securitization facilities, and we do

not hold legal title to these assets. However, we bear losses of principal and interest from defaults on these loans held by the trusts up

to the amount of our retained interest in the trusts, which was approximately $160.2 million as of September 30, 2004.

Our securitization facilities impose financial and operating covenants that restrict our business activities, including limitations that

could hinder our ability to finance additional loans and investments or to make the distributions required to maintain our status as a

regulated investment company under Subchapter M of the Internal Revenue Code.

Borrowings, also known as leverage, magnify the potential for gain or loss on amounts invested and, therefore, increase the risks

associated with investing in our securities. Leverage is generally considered a speculative investment technique. If the value of our

consolidated assets increases, then leveraging would cause the net asset value attributable to our common stock to increase more than

it otherwise would have had we not used leverage. Conversely, if the value of our consolidated assets decreases, leveraging would

cause net asset value attributable to our common stock to decline more than it otherwise would have had we not used leverage.

Similarly, any increase in our consolidated revenue in excess of consolidated interest expense on our borrowed funds would cause our

net income to increase more than it would without the use of leverage. Any decrease in our consolidated revenue would cause net

income to decline more than it would have had we not borrowed funds and could negatively affect our ability to make distributions on

our common stock.

As a business development company, we generally are required to meet a coverage ratio of total assets to total borrowings and other

senior securities, which include all of our borrowings and any preferred stock we may issue in the future, of at least 200%. If this ratio

declines below 200%, we may not be able to incur additional debt and may need to sell a portion &our investments to repay some debt

when it is disadvantageous to do so, and we may not be able to make distributions. At September 30, 2004, this ratio was approximately

221%

In addition, because substantially all of our assets and liabilities are priced using various short-term rate indices, including one-month

to six-month LIBOR, commercial paper rates and the prime rate, the timing of changes in market interest rates or in the relationship

between interest rate indices could affect the interest rates earned on interest-earning assets differently than the interest rates paid on

interest-bearing liabilities, which could result in a decrease in net income.
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If we are not able to refinance our debt or able to do so on favorable terms, we would not be able to operate our business in the

ordinary course.

Our 2001-1 Term Securitization Facility is scheduled to terminate on February 20, 2013 or sooner upon repayment of our borrowings,

our 2004-1 Term Securitization Facility is scheduled to terminate on July 20, 2016 or sooner upon repayment of our borrowings, and our

Senior Secured Revolving Credit Facility is scheduled to expire on September 30, 2005.

We cannot assure you that we will be able to extend the terms of these facilities or obtain sufficient funds to repay any amounts

outstanding under these facilities before they expire or terminate either from a replacement facility or alternative debt or equity

financing. If we are unable to repay amounts outstanding under these facilities and are declared in default or are unable to refinance

these facilities, we would not be able to operate our business in the regular course. Even if we are able to refinance our debt, we may

not be able to do so on favorable terms.

You may not receive distributions.

We intend to make distributions on a quarterly basis to our stockholders. We may not be able to achieve operating results that will

allow us to make distributions at a specific level or to increase the amount of these distributions from time to time. In addition, due to

the asset coverage test applicable to us as a business development company, we may be limited in our ability to make distributions.

See "Regulation as a Business Development Company" in the accompanying prospectus. Also, restrictions and provisions in our

securitization facilities limit our ability to make distributions. If we do not distribute a certain percentage of our income annually, we will

suffer adverse tax consequences, including possible loss of our status as a regulated investment company. We cannot assure you that

you will receive any distributions or distributions at a particular level.

We may have difficulty paying our required distributions if we recognize income before or without receiving cash representing such

income.

In accordance with generally accepted accounting principles and tax regulations, we include in income certain amounts that we have

not yet received in cash, such as contracted payment-in-kind interest, which represents contractual interest added to the loan balance

and due at the end of the loan term. The increases in loan balances as a result of contracted payment-in-kind arrangements are

included in income in advance of receiving cash payment, and are separately identified on our consolidated statements of cash flows.

Since we may recognize income before or without receiving cash representing such income, we may have difficulty meeting the

requirement to distribute at least 90% of our investment company taxable income to maintain our status as a regulated investment

company. See "Management's Discussion and Analysis of Financial Condition and Results of Operations —Critical Accounting

Policies".

If we fail to manage our growth, our financial results could be adversely affected.

We have expanded our operations rapidly since purchasing our business from First I.lnion National Bank in 1998.Our growth has

placed and could continue to place significant strain on our management systems and resources. We must continue to refine and

expand our marketing capabilities, our management of the investment process, our access to financing resources and our technology.

As we grow, we must continue to hire, train, supervise and manage new employees. We may not develop sufficient lending and

administrative personnel and management and operating systems to manage our expansion effectively. If we are unable to manage our

growth, our operations could be adversely affected and our financial results could be adversely affected.
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If we are not able to refinance our debt or able to do so on favorable terms, we would not be able to operate our business in the

ordinary course.

Our 2001-1 Term Securitization Facility is scheduled to terminate on February 20, 2013 or sooner upon repayment of our borrowings,
our 2004-. 1 Term Securitization Facility is scheduled to terminate on July 20, 2016 or sooner upon repayment of our borrowings, and our
Senior Secured Revolving Credit Facility is scheduled to expire on September 30, 2005.

We cannot assure you that we will be able to extend the terms of these facilities or obtain sufficient funds to repay any amounts
outstanding under these facilities before they expire or terminate either from a replacement facility or alternative debt or equity
financing. If we are unable to repay amounts outstanding under these facilities and are declared in default or are unable to refinance
these facilities, we would not be able to operate our business in the regular course. Even if we are able to refinance our debt, we may
not be able to do so on favorable terms.

You may not receive distributions.

We intend to make distributions on a quarterly basis to our stockholders. We may not be able to achieve operating results that will
allow us to make distributions at a specific level or to increase the amount of these distributions from time to time. In addition, due to
the asset coverage test applicable to us as a business development company, we may be limited in our ability to make distributions.
See "Regulation as a Business Development Company" in the accompanying prospectus. Also, restrictions and provisions in our
securitization facilities limit our ability to make distributions. If we do not distribute a certain percentage of our income annually, we will
suffer adverse tax consequences, including possible loss of our status as a regulated investment company. We cannot assure you that

you will receive any distributions or distributions at a particular level.

We may have difficulty paying our required distributions if we recognize income before or without receiving cash representing such
income.

In accordance with generally accepted accounting principles and tax regulations, we include in income certain amounts that we have
not yet received in cash, such as contracted payment-in-kind interest, which represents contractual interest added to the loan balance
and due at the end of the loan term. The increases in loan balances as a result of contracted payment-in-kind arrangements are

included in income in advance of receiving cash payment, and are separately identified on our consolidated statements of cash fiows_
Since we may recognize income before or without receiving cash representing such income, we may have difficulty meeting the
requirement to distribute at least 90% of our investment company taxable income to maintain our status as a regulated investment
company, See "Management's Discussion and Analysis of Financial Condition and Results of Operations -- Critical Accounting
Policies".

If we fail to manage our growth, our financial results could be adversely affected.

We have expanded our operations rapidly since purchasing our business from First Union National Bank in 1998. Our growth has
placed and could continue to place significant strain on our management systems and resources. We must continue to refine and
expand our marketing capabilities, our management of the investment process, our access to financing resources and our technology.
As we grow, we must continue to hire, train, supervise and manage new employees_ We may not develop sufficient lending and
administrative personnel and management and operating systems to manage our expansion effectively. If we are unable to manage our
growth, our operations could be adversely affected and our financial results could be adversely affected_
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Ifwe need to sell any of our investments, we may not be able to do so at a favorable price and, as a result, we may suffer losses.

Our investments are usually subject to contractual or legal restrictions on resale or are otherwise illiquid because there is usually no

established trading market for such investments. The illiquidity of most of our investments may make it difficult for us to dispose of
them at a favorable price, and, as a result, we may suffer losses. In addition, if we were forced to immediately liquidate some or all of the

investments in our portfolio, the proceeds of such liquidation could be significantly less than the current value of such investments.

We may be required to liquidate some or all of our portfolio to meet our debt service obligations or to maintain our qualification as a

business development company and as a regulated investment company if we do not satisfy one or more of the applicable criteria

under the respective regulatory frameworks.

Our business depends on our key personnel.

Our future success depends to a significant extent on the continued services of Bryan J. Mitchell, our Chief Executive Officer, Steven

F, Tunney, our President and Chief Operating Officer, B.Hagen Saville, one of our Executive Vice Presidents, and Robert J. Merrick,

our Chief Credit Officer, as well as other key personnel. Mr. Mitchell was diagnosed in May 1999 with adenocarcinoma, a form of colon

cancer, for which he was treated through surgery and a series of post-operative treatments that ended in December 1999.Mr,

Mitchell's illness is in remission and has not significantly impaired his ability to perform his duties. The loss of any of these key

employees would likely have a significant detrimental effect on our business, In addition, if any two of Mr. Mitchell, Mr. Saville, Mr.

Tunney or Mr. Merrick cease to be actively involved in our management, the lender under one of our securitization facilities could,

absent a waiver or cure, replace us as the servicer of the loans and declare a default, In addition, if any two of Mr. Mitchell, Mr.

Tunney or Mr. Saville cease to be an executive officer of MCG actively in the management of MCG, the lender of our $25 million senior

secured credit facility could, absent a waiver or cure, declare a default,

Fluctuations in interest rates could adversely affect our income.

A significant increase in market interest rates could harm our ability to attract new customers and originate new loans and investments,

our non-performing assets could increase and the value of our portfolio could decrease because our floating-rate loan customers may

be unable to meet higher payment obligations. Conversely, a significant decrease in interest rates would reduce our net income, all

other things being equal. A decrease in interest rates may reduce net income despite the increased demand for our capital that the

decrease in interest rates may produce. Approximately 90% of the loans in our portfolio, based on amounts outstanding at cost as of
September 30, 2004, were at variable rates determined on the basis of a benchmark LIBOR or prime rate and approximately 10% were at

fixed rates. From October I, 2003 to September 30, 2004, three-month LIBOR has increased from 1,15% to 2.02%.

Regulations governing our operation as a business development company will affect our ability to, and the way in which we, raise

additional capital.

We have issued debt securities and may issue debt securities and/or borrow money from banks or other financial institutions, which

we refer to collectively as "senior securities, "
up to the maximum amount permitted by the 1940 Act, Under the provisions of the 1940

Act, we are permitted, as a business development company, to issue senior securities only in amounts such that our asset coverage, as

defined in the 1940 Act, equals at least 200% after each issuance of senior securities. If the value of our assets declines, we may be

unable to satisfy this test. If that happens, we may be required to sell a portion of our investments and, depending on the nature of our

leverage, repay a portion of our indebtedness at a time when such sales may be disadvantageous.

We are not generally able to issue and sell our common stock at a price below net asset value per share, We may, however, sell our

common stock, or warrants, options or rights to acquire our common stock, at a price below the current net asset value of the common

stock if our board of directors determines that such sale is in the
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If we need to sell any of our investments, we may not be able to do so at a favorable price and, as a result, we may suffer losses.

Our investments are usually subject to contractual or legal restrictions on resale or are otherwise illiquid because there is usually no
established trading market for such investments. The illiquidity of most of our investments may make it difficult for us to dispose of
them at a favorable price, and, as a result, we may suffer losses. In addition, if we were forced to immediately liquidate some or all of the
investments in our portfolio, the proceeds of such liquidation could be significantly less than the current value of such investments.
We may be required to liquidate some or all of our portfolio to meet our debt service obligations or to maintain our qualification as a
business development company and as a regulated investment company if we do not satisfy one or more of the applicable criteria

under the respective regulatory frameworks.

Our business depends on our key personnel.

Our future success depends to a significant extent on the continued services of Bryan J. Mitchell, our Chief Executive Officer, Steven

F. Tunney, our President and Chief Operating Officer, B. Hagen Saville, one of our Executive Vice Presidents, and Robert J. Merrick,
our Chief Credit Officer, as well as other key personnel Mr. Mitchell was diagnosed in May 1999 with adenocarcinoma, a form of colon
cancer, for which he was treated through surgery and a series &post-operative treatments that ended in December 1999. Mr.
Mitchell's illness is in remission and has not significantly impaired his ability to perform his duties. The loss of any of these key
employees would likely have a significant detrimental effect on our business. In addition, if any two of Mr. Mitchell, Mr. Saville, Mr.
Tunney or Mr. Merrick cease to be actively involved in our management, the lender under one of our securitization facilities could,
absent a waiver or cure, replace us as the servicer of the loans and declare a default. In addition, if any two of Mr. Mitchell, Mr.

Tunney or Mr. Saville cease to be an executive officer of MCG actively in the management of MCG, the lender &our $25 million senior
secured credit facility could, absent a waiver or cure, declare a default.

Fluctuations in interest rates could adversely affect our income.

A significant increase in market interest rates could harm our ability to attract new customers and originate new loans and investments,
our non-performing assets could increase and the value of our portfolio could decrease because our floating-rate loan customers may
be unable to meet higher payment obligations. Conversely, a significant decrease in interest rates would reduce our net income, all
other things being equal A decrease in interest rates may reduce net income despite the increased demand for our capital that the
decrease in interest rates may produce. Approximately 90% of the loans in our portfolio, based on amounts outstanding at cost as of
September 30, 2004, were at variable rates determined on the basis of a benchmark MBOR or prime rate and approximately 10% were at
fixed rates. From October 1, 2003 to September 30, 2004, three-month LIBOR has increased from 1.15% to 2_02%.

Regulations governing our operation as a business development company will affect our ability to, and the way in which we, raise

additional capital.

We have issued debt securities and may issue debt securities and/or borrow money from banks or other financial institutions, which
we refer to collectively as "senior securities," up to the maximum amount permitted by the 1940 Act. Under the provisions of the 1940
Act, we are permitted, as a business development company, to issue senior securities only in amounts such that our asset coverage, as
defined in the 1940 Act, equals at least 200% after each issuance of senior securities. If the value &our assets declines, we may be
unable to satisfy this test. If that happens, we may be required to sell a portion of our investments and, depending on the nature of our
leverage, repay a portion of our indebtedness at a time when such sales may be disadvantageous.

We are not generally able to issue and sell our common stock at a price below net asset value per share. We may, however, sell our
common stock, or warrants, options or rights to acquire our common stock, at a price below the current net asset value of the common
stock if our board of directors determines that such sale is in the
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best interests of MCG Capital and its stockholders, and our stockholders approve such sale. In any such case, the price at which our

securities are to be issued and sold may not be less than a price which, in the determination of our board of directors, closely

approximates the market value of such securities (less any distributing commission or discount),

Any change in regulation of our business could negatively affect the profitability of our operations.

Changes in the laws, regulations or interpretations of the laws and regulations that govern business development companies,

regulated investment companies or non-depository commercial lenders could significantly affect our operations and our cost of doing

business. We are subject to federal, state and local laws and regulations and are subject to judicial and administrative decisions that

affect our operations. If these laws, regulations or decisions change, or if we expand our business into jurisdictions that have adopted

more stringent requirements than those in which we currently conduct business, we may have to incur significant expenses in order to

comply or we might have to restrict our operations.

Our ability to invest in private companies may be limited in certain circumstances.

If we are to maintain our status as a business development company, we must not acquire any assets other than "qualifying assets"

unless, at the time of and after giving effect to such acquisition, at least 70% of our total assets are qualifying assets. If we acquire

debt or equity securities from an issuer that has outstanding marginable securities at the time we make an investment, these acquired

assets generally cannot be treated as qualifying assets. This result is dictated by the definition of "eligible portfolio company*' under

the 1940 Act, which in part focuses on whether a company has outstanding marginable securities.

Amendments promulgated in 1998 by the Board of Governors of the Federal Reserve System expanded the definition of a marginable

security under the Federal Reserve's margin rules to include any non-equity security. Thus, any debt securities issued by any entity

are marginable securities under the Federal Reserve's current margin rules. As a result, the staff of the SEC has raised the question as

to whether a private company that has outstanding debt securities would qualify under the relevant portion of the "eligible portfolio

company" criteria. The SEC has recently issued proposed rules to include any company that does not have a class of securities listed

on a national securities exchange or association in the definition of "eligible portfolio company. "

until the question raised by the staff of the SEC pertaining to the Federal Reserve's 1998 change to its margin rules has been

addressed by final legislative, administrative or judicial action, we intend to treat as qualifying assets only those debt and equity

securities that are issued by a private company that has no marginable securities outstanding at the time we purchase such securities

or that otherwise qualifies as an "eligible portfolio company" under the 1940 Act.

Item 3.Quantitative and Qualitative Disclosures about Market Risk

Interest rate sensitivity refers to the change in earnings that may result from the changes in the level of interest rates. Our net interest

income is affected by changes in various interest rates, including LIBOR, prime rates and commercial paper rates. Over 85% of our loan

portfolio bears interest at a spread to LIBOR, with the remainder bearing interest at a fixed rate or at a spread to a prime rate.

Approximately 52% of our loan portfolio has a LIBOR floor, at various levels. Our interest rates on our borrowings are based on LIBOR

and commercial paper rates, with the majority based on LIBOR. At September 30, 2004, the rate spread to LIBOR of our accruing loans

and yielding equity investments was 10.0%,
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best interests of MCG Capital and its stockholders, and our stockholders approve such saleo In any such case, the price at which our

securities are to be issued and sold may not be less than a price which, in the determination of our board of directors, closely

approximates the market value of such securities (less any distributing commission or discount).

Any change in regulation of our business could negatively affect the profitability of our operations.

Changes in the laws, regulations or interpretations of the laws and regulations that govern business development companies,

regulated investment companies or non-depository commercial lenders could significantly affect our operations and our cost of doing

business. We are subject to federal, state and local laws and regulations and are subject to judicial and administrative decisions that

affect our operations. If these laws, regulations or decisions change, or if we expand our business into jurisdictions that have adopted

more stringent requirements than those in which we currently conduct business, we may have to incur significant expenses in order to

comply or we might have to restrict our operations.

Our ability to invest in private companies may be limited in certain circumstances.

If we are to maintain our status as a business development company, we must not acquire any assets other than "qualifying assets"

unless, at the time of and after giving effect to such acquisition, at least 70% of our total assets are qualifying assets. If we acquire

debt or equity securities from an issuer that has outstanding marginable securities at the time we make an investment, these acquired

assets generally cannot be treated as qualifying assets. This result is dictated by the definition of "eligible portfolio company" under

the 1940 Act, which in part focuses on whether a company has outstanding marginable securities.

Amendments promulgated in 1998 by the Board of Governors of the Federal Reserve System expanded the definition of a marginable

security under the Federal Reserve's margin rules to include any non-equity security. Thus, any debt securities issued by any entity

are marginable securities under the Federal Reserve's current margin rules. As a result, the staff of the SEC has raised the question as

to whether a private company that has outstanding debt securities would qualify under the relevant portion of the "eligible portfolio

company" criteria. The SEC has recently issued proposed rules to include any company that does not have a class of securities listed

on a national securities exchange or association in the definition of"eligible portfolio company."

Until the question raised by the staff of the SEC pertaining to the Federal Reserve's 1998 change to its margin rules has been

addressed by final legislative, administrative or judicial action, we intend to treat as qualifying assets only those debt and equity

securities that are issued by a private company that has no marginable securities outstanding at the time we purchase such securities

or that otherwise qualifies as an "eligible portfolio company" under the 1940 Act.

Item 3.Quantitative and Qualitative Disclosures about Market Risk

Interest rate sensitivity refers to the change in earnings that may result from the changes in the level of interest rates. Our net interest

income is affected by changes in various interest rates, including LIBOR, prime rates and commercial paper rates. Over 85% of our loan

portfolio bears interest at a spread to LIBOR, with the remainder bearing interest at a fixed rate or at a spread to a prime rate.

Approximately 52% of our loan portfolio has a LIBOR floor, at various levels. Our interest rates on our borrowings are based on MBOR

and commercial paper rates, with the majority based on MBOR. At September 30, 2004, the rate spread to LIBOR of our accruing loans

and yielding equity investments was 10.0%.

59

k, 2004. EDGAR Onl. ine, Inc.



Table of Contents

We regularly measure exposure to interest rate risk. We have interest rate risk exposure mainly from the portion of the commercial loan

portfolio funded using stockholders' equity. Our board of directors assesses interest rate risk and we manage our interest rate

exposure on an ongoing basis. The following table shows a comparison of the interest rate base for our interest bearing cash,

outstanding commercial loans and our outstanding borrowings at September 30, 2004 and December 31, 2003:

September 30, 2004 December 31, 2003

(dollars in millions) InterestBenring
Cash and

CommercialLoans

Borrosrings InterestBearing

Cash and

Commerciall, cans

Borrowings

Repurchase Agreement Rate
Prime Rate
30-Day L,IBOR
60-Day LIBOR
90-Day L,IBOR
180-Day L,IBOR
Commercial Paper Rate

Fixed Rate

218.7
30.4
48.5
14.3

507.5
35.6

72.7

471.4

93.0
1.3

20.9
7.4

481.6

94.4

173.1

131.0

Total 927.7 $471.4 $ 698.6 $304.1

Based on our September 30, 2004 balance sheet, the following table shows the impact of base rate changes in interest rates assuming

no changes in our investment and borrowing structure, The impact of an additional 100 basis point increase is different from the first

100 basis point increase due to the imposition of L,IBOR floors.

(dollars in millions)

Basis Point Change Interest Income Interest Expense Net Income

(100)
100
200
300

$ (4.8) $
$ 7.2 $
$ 158 $
$ 24.4 $

(4.7 ) $ (0.1 )
4.7 $ 2.5
9,4 $ 6,4

14.1 $10.3

Currently, we do not engage in hedging activities because we have determined that the cost of hedging the risks associated with

interest rate changes outweighs the risk reduction benefit, We monitor this strategy on an ongoing basis.

Item 4.Controls and Procedures

(As of the end of the period covered by this report, MCG carried out an evaluation, under the supervision and with the

I participation of MCG's management, including MCG's Chief Executive Officer, President and Chief Operating Officer, Chief

) Financial Officer and Chief Accounting Officer, of the effectiveness of the design and operation of MCG's disclosure controls

and procedures (as defined in Rule 13a-15 of the Securities Exchange Act of 1934). Based on that evaluation, the Chief Executive

Officer, the President and Chief Operating Officer, the Chief Financial Officer and Chief Accounting Officer have concluded that

MCG's current disclosure controls and procedures are effective in timely alerting them of material information relating to MCG

that is required to be disclosed by MCG in the reports it files or submits under the Securities Exchange Act of 1934.
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We regularly measure exposure to interest rate risk, We have interest rate risk exposure mainly from the portion of the commercial loan

portfolio funded using stockholders' equity. Our board of directors assesses interest rate risk and we manage our interest rate

exposure on an ongoing basis. The following table shows a comparison of the interest rate base for our interest bearing cash,

outstanding commercial loans and our outstanding borrowings at September 30, 2004 and December 31, 2003:

September 30, 2004 December 31, 2003

(dollars in millions) lnterestBearing Borrowings InterestBearing Borrowings

Cash and Cash and

CommercialLoans CommercialLoans

Repurchase Agreement Rate $ 218.7 $ -- $ 93.0 $ --
Prime Rate 30.4 -- 13 --

30-Day LIBOR 48.5 -- 20,9 --

60-Day HBOR 14.3 -- 7.4 --

90-Day LIBOR 507.5 471.4 481,6 173.1

180-Day LIBOR 35.6 -- -- --

Commercial Paper Rate -- -- -- 131,0

Fixed Rate 72.7 -- 94,4 --

Total $ 927.7 $ 471.4 $ 698_6 $ 304A

Based on our September 30, 2004 balance sheet, the following table shows the impact of base rate changes in interest rates assuming

no changes in our investment and borrowing structure. The impact of an additional 100 basis point increase is different from the first

100 basis point increase due to the imposition of MBOR floors_

(dollars in millions)

Basis Point Change Interest Income Interest Expense Net Income

(100) $ (4.8) $ (4,7) $ (0.1)

100 $ 7.2 $ 43 $ 25

200 $ 15.8 $ 9,4 $ 6,4

300 $ 24_4 $ 14.1 $ 10.3

Currently, we do not engage in hedging activities because we have determined that the cost of hedging the risks associated with

interest rate changes outweighs the risk reduction benefit. We monitor this strategy on an ongoing basis.

Item 4.Controls and Procedures

(As of the end of the period covered by this report, MCG carried out an evaluation, under the supervision and with the

_participation of MCG's management, including MCG's Chief Executive Officer, President and Chief Operating Officer, Chief

) Financial Officer and Chief Accounting Officer, of the effectiveness of the design and operation of MCG's disclosure controls

and procedures (as defined in Rule 13a-15 of the Securities Exchange Act of 1934), Based on that evaluation, the Chief Executive

Officer, the President and Chief Operating Officer, the Chief Financial Officer and Chief Accounting Officer have concluded that

MCG's current disclosure controls and procedures are effective in timely alerting them of material information relating to MCG

that is required to be disclosed by MCG in the reports it files or submits under the Securities Exchange Act of 1934.
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(There have been no changes in MCG's internal control over financial reporting that occurred during the quarter ended

l September 30, 2004 that have materially affected, or are reasonably likely to materially affect, MCG's internal control over

) financial reporting.
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(There have been no changes in MCG's internal control over financial reporting that occurred during the quarter ended
t September 30, 2004 that have materially affected, or are reasonably likely to materially affect, MCG's internal control over

) financial reporting.
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PART II.OTHER INFORMATION

Item I.Legal Proceedings

On January 29, 2003, a purported securities class action lawsuit was filed in the 1Jnited States District Court for the Eastern District of

Virginia against us, certain of our officers and the underwriters of our initial public offering. The complaint alleged that the defendants

made certain misstatements in violation of Sections 11, 12(a) (2) and 15 of the Securities Act of 1933 and Section 10(b), Rule 10b-5 and

Section 20(a) of the Securities Exchange Act of 1934. Specifically, the complaint asserted that members of the plaintiff class purchased

our common stock at purportedly inflated prices during the period from November 28, 2001 to November 1, 2002 as a result of certain

misstatements regarding the academic degree of our chief executive officer. The complaint sought unspecified compensatory and other

damages, along with costs and expenses. On June 16, 2003, a consolidated amended class action complaint was filed in the

proceedings captioned In re MCG Capital Corporation Securities Litigation, 1:03cv0114-A.The consolidated amended complaint named

only us and certain of our officers and directors as defendants, and alleged violations of Sections 11 and 15 of the Securities Act of

1933 and Sections 10(b) and 20(a) of the Securities Exchange Act of 1934. We filed a motion to dismiss the consolidated amended class

action complaint. On September 12, 2003, the United States District Court for the Eastern District of Virginia dismissed the lawsuit in its

entirety. The plaintiffs filed a notice of appeal to seek review of the district court decision by the United States Court of Appeals for

the Fourth Circuit, and both parties have now filed briefs. The appeal is pending.

We are also a party to certain legal proceedings incidental to the normal course of our business including the enforcement of our rights

under contracts with our portfolio companies. While the outcome of these legal proceedings cannot at this time be predicted with

certainty, we do not expect that these proceedings will have a material effect upon our financial condition or results of operations.

Item 2.Unregistered Sales of Equity Securities and Use of Proceeds

During the nine months ended September 30, 2004, MCO issued a total of 4,270 shares of common stock under its dividend

reinvestment plan pursuant to an exemption from the registration requirements of the Securities Act of 1933, The aggregate offering

proceeds for the shares of common stock sold under the dividend reinvestment plan were approximately $72 thousand. The proceeds

were used for general corporate purposes.

Item 3.Defaults Upon Senior Securities

Not Applicable.

Item 4.Submission of Matters to a Vote of Security Holders

Not Applicable.

Item 5.Other Information

Not Applicable.
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PART H. OTHER INFORMATION

Item 1.Legal Proceedings

On January 29, 2003, a purported securities class action lawsuit was filed in the United States District Court for the Eastern District of

Virginia against us, certain of our officers and the underwriters of our initial public offering. The complaint alleged that the defendants

made certain misstatements in violation of Sections 11, 12(a) (2) and 15 of the Securities Act of 1933 and Section 10(b), Rule 10b-5 and

Section 20(a) of the Securities Exchange Act of 1934. Specifically, the complaint asserted that members of the plaintiff class purchased

our common stock at purportedly inflated prices during the period from November 28, 2001 to November 1, 2002 as a result of certain

misstatements regarding the academic degree of our chief executive officer. The complaint sought unspecified compensatory and other

damages, along with costs and expenses. On June 16, 2003, a consolidated amended class action complaint was filed in the

proceedings captioned In re MCG Capital Corporation Securities Litigation, 1:03cv0114-A. The consolidated amended complaint named

only us and certain of our officers and directors as defendants, and alleged violations of Sections 11 and 15 of the Securities Act of

1933 and Sections 10(b) and 20(a) of the Securities Exchange Act of 1934. We filed a motion to dismiss the consolidated amended class

action complaint. On September 12, 2003, the United States District Court for the Eastern District of Virginia dismissed the lawsuit in its

entirety_ The plaintiffs filed a notice of appeal to seek review of the district court decision by the United States Court of Appeals for

the Fourth Circuit, and both parties have now filed briefs. The appeal is pending.

We are also a party to certain legal proceedings incidental to the normal course of our business including the enforcement of our rights

under contracts with our portfolio companies. While the outcome of these legal proceedings cannot at this time be predicted with

certainty, we do not expect that these proceedings will have a material effect upon our financial condition or results of operations.

Item 2.Unregistered Sales of Equity Securities and Use of Proceeds

During the nine months ended September 30, 2004, MCG issued a total of 4,270 shares of common stock under its dividend

reinvestment plan pursuant to an exemption from the registration requirements of the Securities Act of 1933. The aggregate offering

proceeds for the shares of common stock sold under the dividend reinvestment plan were approximately $72 thousand. The proceeds

were used for general corporate purposes.

Item 3.Defaults Upon Senior Securities

Not Applicable.

Item 4.Submission of Matters to a Vote of Security Holders

Not Applicable.

Item 5.Other Information

Not Applicable_
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Item 6.Exhibits

Listed below are the exhibits which are filed as part of this report (according to the number assigned to them in Item 601 of Regulation

S-K):

Exhibit

Number

Description of Document

10.66"

10.67*

31.1*
31.2"
31.3*
31,4*
32.1"
32.2*

32.3o

32.4*

Sale and Servicing Agreement by and among MCG Commercial Loan Trust 2004-1, MCG Finance IV, LLC, MCG Capital

Corporation and Wells Fargo Bank, National Association, dated as of September .30, 2004.
Indenture between MCG Commercial Loan Trust 2004-1 and Wells Fargo Bank, National Association, dated as of
September 30, 2004.
Certification of Chief Executive Officer Pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934.
Certification of President and Chief Operating Officer Pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934.
Certification of Chief Financial Officer Pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934.
Certification of Chief Accounting Officer Pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934.
Certification of Chief Executive Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U. S. C, 1350).
Certification of President and Chief Operating Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U. S, C.

1350).
Certification of Chief Financial Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U. S. C. 1350).
Certification of Chief Accounting Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U, S.C. 1350).

* Submitted herewith.
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Item 6.Exhibits

Listed below are the exhibits which are filed as part of this report (according to the number assigned to them in Item 601 &Regulation

S-K):

Exhibit Description of Document

Number

10.66"

10,67"

31,1"

31.2"

31.3"

31,4"

32A*

322*

32.3*

32.4*

Sale and Servicing Agreement by and among MCG Commercial Loan Trust 2004-1, MCG Finance IV, LLC, MCG Capital

Corporation and Wells Fargo Bank, National Association, dated as of September 30, 2004.

Indenture between MCG Commercial Loan Trust 2004-1 and Wells Fargo Bank, National Association, dated as of

September 30, 2004.

Certification of Chief Executive Officer Pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934.

Certification of President and Chief Operating Officer Pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934.

Certification of Chief Financial Officer Pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934.

Certification of Chief Accounting Officer Pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934.

Certification of Chief Executive Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U. S. C. 1350).

Certification &President and Chief Operating Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U. S. C.

1350).

Certification of Chief Financial Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U. S. C. 1350).

Certification of Chief Accounting Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U,S.C, 1350),

* Submitted herewith.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report

to be signed on its behalf by the undersigned, thereunto duly authorized on November 4, 2004.

By:

By:

By:

MCG CAPITAL CORPORATION
/s/BRYAN J. MITCHELL

Bryan J, Mitchell

Chief Executive OIIicer
/s/STEVEN F. TLIRT

Steven F. Tunney

President and Chief Operating Officer
/s/MICHAEL R. MCDONNELL

Michael R. McDonnell

By:
Chief Financial Officer
/s/JOHN C, WELLONS

John C. Wellons

Chief Accounting Officer
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report

to be signed on its behalf by the undersigned, thereunto duly authorized on November 4, 2004,

By:

By:

By:

By:

MCG CAPITAL CORPORATION

/s/BRYAN J, MITCHELL

Bryan J, Mitchell

Chief Executive Officer

/s/STEVEN F. TUNNEY

Steven F, Tunney

President and Chief Operating Officer

/s/MICHAEL R, MCDONNELL

Michael R. McDonnell

Chief Financial Officer

/s/JOHN C. WELLONS

John C, Wellons

Chief Accounting Officer
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IN WITNESS WHEREOF, the Issuer and the Indenture Trustee have caused their names to be signed hereto by their respective

officers thereunto duly authorized, all as of the day and year first above written.

MCG COMMERCIAL LOAN TRUST 2004—I

By; WILMINGTON TRUST COMPANY,

not in its individual capacity, but solely as

Owner Trustee on behalf of the Issuer

By: /s/ James P.
Lawler

Name: James
P. Lawler

Title: Vice
President

WELLS FARGO BANK, NATIONAL

ASSOCIATION, not in its individual capacity,

except as herein expressly provided, but solely

as the Indenture Trustee

By: /s/ Joe Nardi

Name: Joe Nardi

Title: Vice President

Exhibit 31.1

I, Bryan J, Mitchell, Chief Executive OIficer of MCG Capital Corporation, certify that:

I, I have reviewed this quarterly report on Form 10-Q of MCG Capital Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact

necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with

respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all

material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented

in this report;

4. The registrant's other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures

(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

: 0!!': . F.nuns c!n!.i s = Inc,

IN WITNESS WHEREOF, the Issuer and the Indenture Trustee have caused their names to be signed hereto by their respective

officers thereunto duly authorized, all as of the day and year first above written.

MCG COMMERCIAL LOAN TRUST 2004-1

By: WILMINGTON TRUST COMPANY,

not in its individual capacity, but solely as

Owner Trustee on behalf of the Issuer

By: /s/James P.
Lawler
Name: James
P. Lawler
Title: Vice
President

WELLS FARGO BANK, NATIONAl_,

ASSOCIATION, not in its individual capacity,

except as herein expressly provided, but solely

as the Indenture Trustee

By: /s/Joe Nardi
Name: Joe Nardi
Title: Vice President

I, Bryan J, Mitchell, Chief Executive Officer of MCG Capital Corporation, certify that:

1. I have reviewed this quarterly report on Form 10-Q of MCG Capital Corporation;

Exhibit 31.1

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented
in this report;

4. The registrant's other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:
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( Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under

our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made

) known to us by others within those entities, particularly during the period in which this report is being prepared;

(Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions

1 about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on

) such evaluation; and

(Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the period

& covered by the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that

) has materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting; and

5, The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over

financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing

the equivalent functions):

(All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which

are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information;

)and

( Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's

1 internal control over financial reporting.

Dated this 4th day of November, 2004.

By: / s/B RYAN J. M rrcHELL

Bryan J. Mitchell

Chief Executive Officer

Exhibit 31.2

I, Steven F. Tunney, President and Chief Operating Officer of MCG Capital Corporation, certify that:

l. I have reviewed this quarterly report on Form 10-Q of MCG Capital Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact

necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with

respect to the period covered by this report;

( Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made

) known to us by others within those entities, particularly during the period in which this report is being prepared;

(Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions
t about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on

)such evaluation; and

(Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the period
ccovered by the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that
) has materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting; and

The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing

the equivalent functions):

(All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which
are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information;

)and

(Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's
t internal control over financial reporting.

)

Dated this 4th day of November, 2004_

By: / s/B RVANJ. M rrcHm.t.
Bryan J_ Mitchell

Chief Executive Officer

I, Steven F. Tunney, President and Chief Operating Officer of MCG Capital Corporation, certify that:

Exhibit 31.2

1. I have reviewed this quarterly report on Form IO-Q of MCG Capital Corporation;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with

respect to the period covered by this report;
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3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all

material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented

in this report;

4. The registrant's other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures

(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

(Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under

r our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made

) known to us by others within those entities, particularly during the period in which this report is being prepared;

( Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions

1 about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on

) such evaluation; and

( Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the period

& covered by the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that

) has materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting; and

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over

financial reporting, to the registrant's auditors and the audit committee of the registrant*s board of directors (or persons performing

the equivalent functions):

(All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which

& are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information;

)and

(Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's

1 internal control over financial reporting.

Dated this 4th day of November, 2004.

By: / S/S TEVEN F. T UNNEY

Steven F.Tunney

President nnd Cbief Opernting Oflicer

.'00e . EDGiXE Onl inc rite.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented

in this report;

4, The registrant's other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

(Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made

) known to us by others within those entities, particularly during the period in which this report is being prepared;

(Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions
t about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on

)such evaluation; and

( Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the period
covered by the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that

) has materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting; and

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing
the equivalent functions):

(All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which

are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information;
)and

(Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's
t internal control over financial reporting,
)

Dated this 4th day of November, 2004.

By: / s/S TEVENF. TUNNEY
Steveu F. Tunney

Pr'esident and Chief Operating Officer
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Exhibit 31.3

I, Michael R. McDonnell, Chief Financial Officer of MCG Capital Corporation, certify that:

I, I have reviewed this quarterly report on Form 10-Q of MCG Capital Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact

necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with

respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all

material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented

in this report;

4. The registrant's other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures

(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have;

(Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under

our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made

) known to us by others within those entities, particularly during the period in which this report is being prepared;

( Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions

I about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on

) such evaluation; and

( Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the period

& covered by the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that

) has materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting; and

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over

financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing

the equivalent functions):

(All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which

are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information;

)and

Exhibit 31.3

I, Michael R. McDonnell, Chief Financial Officer of MCG Capital Corporation, certify that:

1. I have reviewed this quarterly report on Form 10-Q of MCG Capital Corporation;

2_ Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with

respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented
in this report;

4. The registrant's other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

(Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this report is being prepared;

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions
t about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on

)such evaluation; and

( Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the period

covered by the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that
)has materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting; and

5_ The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing

the equivalent functions):

( All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which
are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information;

)and
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(Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's

I internal control over financial reporting.

Dated this 4th day of November, 2004.

By: / s/M IcNAEL. R. M c D ONNEL. L.

Michael R. McDonnell

Chief Financial Oflicer

Exhibit 31.4

I, John C. Wellons, Chief Accounting Officer of MCG Capital Corporation, certify that;

1. I have reviewed this quarterly report on Form 10-Q of MCG Capital Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact

necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with

respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all

material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented

in this report;

4. The registrant's other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures

(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

(Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under

our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made

) known to us by others within those entities, particularly during the period in which this report is being prepared;

(Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions

I about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on

) such evaluation; and

(Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the period

f covered by the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that

) has materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting; and

"' 9 a 4 FDCAP OI11 Lan 1 lie,

(Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's
1 internal control over financial reporting.
)

Dated this 4th day of November, 2004.

By: / s/M ICHAEt.R. M c D ONNELt.
Michael R. McDonnell

Chief Financial Officer

I, John C. Wellons, Chief Accounting Officer of MCG Capital Corporation, certify that:

Exhibit 31.4

I. I have reviewed this quarterly report on Form 10-Q of MCG Capital Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report;

3, Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented
in this report;

4. The registrant's other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures

(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

(Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made

) known to us by others within those entities, particularly during the period in which this report is being prepared;

(Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions
t about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on

)such evaluation; and

(Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the period
covered by the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that

)has materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting; and

(i:" 2004. EY.)(3I-'_R Onl.±ne_ Inc.



5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over

financial reporting, to the registrant's auditors and the audit committee of the registrant's hoard of directors (or persons performing

the equivalent functions):

(All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which

i are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information;

) and

(Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's

I internal control over financial reporting.

Dated this 4th day of November, 2004,

By: / s /I OHN C. W ELLONS

John C. Weuons

Chiei' Accounting Officer

Exhibit 32.1

Certification of Chief Executive Officer

Pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350)

In connection with the Quarterly Report on Form 10-Q for the quarter ended September 30, 2004 (the "Report" ) of MCG Capital

Corporation (the "Registrant" ), as filed with the Securities and Exchange Commission on the date hereof, I, Bryan J.Mitchell, the

Chief Executive Officer of the Registrant, hereby certify, to the best of my knowledge, that:

(The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended;

'and

)

(The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations

:of the Registrant.

/ s/B RYAN J. M I ECHELL

Name: Bryan J. Mitchell

Date: November 4, 2004

? 00 ' EOGRR Oiti i, ne. Tn

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over

financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing

the equivalent functions):

(All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which

are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information;

) and

(Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's

t internal control over financial reporting.

)

Dated this 4th day of November, 2004.

By: / s/J OHNC. W EttONS
John C. Wellons

Chief Accounting Officer

Exhibit 32.1

Certification of Chief Executive Officer

Pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350)

In connection with the Quarterly Report on Form 10-Q for the quarter ended September 30, 2004 (the "Report") of MCG Capital

Corporation (the "Registrant"), as filed with the Securities and Exchange Commission on the date hereof, I, Bryan J. Mitchell, the

Chief Executive Officer of the Registrant, hereby certify, to the best of my knowledge, that:

(The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended;

and

)

(The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations

".of the Registrant.

)

/ s/B RYAN J. M rrCtmLL.

Name: Bryan L Mitchell

Date: November 4, 2004

'__ 2004, EDGAR O_.![rte / Inc.



Exhibit 32.2

Certification of President and Chief Operating Officer

Pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350)

In connection with the Quarterly Report on Form 10-Q for the quarter ended September 30, 2004 (the "Report" ) of MCG Capital

Corporation (the "Registrant" ), as filed with the Securities and Exchange Commission on the date hereof, I, Steven F.Tunney, the

President and Chief Operating Officer of the Registrant, hereby certify, to the best of my knowledge, that:

( The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended;

and

)

( The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations

:of the Registrant.

/ S/S TEVEN F. T UNNEY

Name: Steven F. Tunney

Date: November 4, 2004

Exhibit 32.3

Certification of Chief Financial Officer

Pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350)

In connection with the Quarterly Report on Form 10-Q for the quarter ended September 30, 2004 (the "Report" ) of MCG Capital

Corporation (the "Registrant" ), as filed with the Securities and Exchange Commission on the date hereof, I, Michael R. McDonnell,

the Chief Financial Officer of the Registrant, hereby certify, to the best of my knowledge, that:

I The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended;
'
and

(The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations

:of the Registrant.

' 004. EooaF. o!il Ine, t".c.

Exhibit 32.2

Certification of President and Chief Operating Officer

Pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350)

In connection with the Quarterly Report on Form 10-Q for the quarter ended September 30, 2004 (the "Report") of MCG Capital

Corporation (the "Registrant"), as filed with the Securities and Exchange Commission on the date hereof, I, Steven F. Tunney, the

President and Chief Operating Officer of the Registrant, hereby certify, to the best of my knowledge, that:

(The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended;

and

)

(The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations

: of the Registrant.

)

/ s/S TEWN F. TUNNEY

Name: Steven F. Tunney

Date: November 4, 2004

Exhibit 32.3

Certification of Chief Financial Officer

Pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350)

In connection with the Quarterly Report on Form 10-Q for the quarter ended September 30, 2004 (the "Report") of MCG Capital

Corporation (the "Registrant"), as filed with the Securities and Exchange Commission on the date hereof, I, Michael R. McDonnell,
the Chief Financial Officer of the Registrant, hereby certify, to the best of my knowledge, that:

(The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended;

and

)

(The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations

_of the Registrant.

)

,i£} 2004 . EDGAR Onl i ne , _ii%c .



/ s/M IcHAEL R. M c D ONNEL, L

Name; Michael R. McDonnell
Date: November 4, 2004

Exhibit 32.4

Certification of Chief Accounting Officer

Pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350)

In connection with the Quarterly Report on Form 10-Q for the quarter ended September 30, 2004 (the "Report" ) of MCC~ Capital

Corporation (the "Registrant" ), as filed with the Securities and Exchange Commission on the date hereof, I, John C. Wellons, the Chief

Accounting Officer of the Registrant, hereby certify, to the best of my knowledge, that:

(The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended;

and

I The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations

:of the Registrant.

/ s/I OHN C. W EL,LONS

Name: John C. Wellons

Date: November 4, 2004

?00! . EDGAR Online, Tnc.

/ S/qVl ICHAEL R. M c D omqzLt.

Name: Michael R, McDonnell

Date: November 4, 2004

Exhibit 32.4

Certification of Chief Accounting Officer

Pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350)

In connection with the Quarterly Report on Form 10-Q for the quarter ended September 30, 2004 (the "Report") of MCG Capital

Corporation (the "Registrant"), as filed with the Securities and Exchange Commission on the date hereof, I, John C. Wellons, the Chief

Accounting Officer of the Registrant, hereby certify, to the best of my knowledge, that:

(The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended;

and

)

(The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations

; of the Registrant.

)

/ s/J onN C. WEt, t.oNs

Name: John C. Wellons

Date: November 4, 2004

(_" 2004, EDGAR Online, Inc,
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EXHIBIT C

Illustrative Chart

EXHIBIT C

Illustrative Chart
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EXHIBIT D

New IDS Corporate Documents

In order to comply with certain name use rules, New IDS is currently registered with the
South Carolina Secretary of State as operating under the fictitious name of "IDS Telcom
Corp. of Delaware. " Following the proposed transaction, however, IDS Telcom, LLC will

cease operating and New IDS will operate under the name "IDS Telcom Corp. " not "IDS
Telcom Corp. of Delaware. " Once available, documents demonstrating that change in

formal corporate name will be filed with the Commission upon request.

EXHIBIT D

New IDS Corporate Documents

In order to comply with certain name use rules, New IDS is currently registered with the

South Carolina Secretary of State as operating under the fictitious name of "IDS Telcom

Corp. of Delaware." Following the proposed transaction, however, IDS Telcom, LLC will

cease operating and New IDS will operate under the name "IDS Telcom Corp." not "IDS

Telcom Corp. of Delaware." Once available, documents demonstrating that change in

formal corporate name will be filed with the Commission upon request.



PAGE 1

Gee first State

I, HARRIET SMITH WINDSOR, SECRETARY OF STATE OF THE STATE OP

DELAWARE, DO HEREBY CERTIFY "IDS TELCON CORP. " IS DULY

INCORPORATED UNDER THE LAWS OF THE STATE OF DELAWARE AND IS IN

GOOD STANDING AND HAS A LEGAL CORPORATE EXISTENCE SO FAR. AS THE

RECORDS OP THIS OFFICE SHOW, AS OP THE FIFTH DAY OF JANUARY,

A. D. 2005.

AND I DO HEREBY FURTHER CERTIFY THAT THE FRANCHISE TAXES

HAVE NOT BEEN ASSESSED TO DATE.

AND I DO HEREBY FURTHER CERTIFY THAT THE SAID nIDS TELCON

CORP. " WAS INCORPORATED ON THE FOURTH DAY OF JANUARY, A. D. 2005.

3907301 S300

050008162

Harriet Smith Windsor, Serretary of State

AUTHENTICATION: 3596975

DATE: 01 —05-05

D m'e
The First State

PAGE 1

I, HARRIET SMITH WINDSOR, SECRETARY OF STATE OF THE STATE OF

DELAWARE, DO HEREBY CERTIFY "IDS TELCOM CORP." IS DULY

INCORPORATED UNDER THE LAWS OF THE STATE OF DELAWARE AND IS IN

GOOD STANDING AND HAS A LEGAL CORPORATE EXISTENCE SO FAR AS THE

RECORDS OF THIS OFFICE SHOW, AS OF THE FIFTH DAY OF JANUARY,

A.D. 2005.

AND I DO HEREBY F[mTHER CERTIFY THAT THE FRANCHISE TAXES

HAVE. NOT BEEN ASSESSED TO DATE.

AND I DO HEREBY FURTHER CERTIFY THAT THE SAID "IDS TELCOM

CORP." WAS INCORPORATED ON THE FOURTH DAY OF JANUARY, A.D. 2005.

3907301 8300

050008162

HarrietSmi_ Windsor, Secre_ofS_te

AUTHENTICATION: 3596975

DATE: 01-05-05



PAGE 2

?ate first State

Ir HARRIET SÃITH WINDSOR, SECRETARY OF STATE OF THE STATE OF

DELAWARE, DO HEREBY CERTIFY THZ ATTACHZD IS A, TRUE AND CORRECT

COPY' OF THE CERTIFICATE OF INCORPORATION OF "IDS TZLCON CORP. ",
FILED IN THIS OFFICE ON THE FOURTH DAY OF JANUARY, A. D. 2005r AT

5:38 O' CLOCK P.N.

FILED COPY OF THIS CERTIFICATE HAS 8ZEN FORVARDED TO THE

NZW CASTLE COUNTY RECORDER OF DEEDS.

3907302 B2 00

050006555

qPRt3 "g

a""t'
/

Harriet Stnith Windsor, Secretary of State
AUTHENT ICATION: 359592 6

DATE: 02 -04-05

D  va 'e
The First State

PAGE 1

I, HARRIET SMITH WINDSOR, SECRETARY OF STATE OF THE STATE OF

DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECT

COPY OF THE CERTIFICATE OF INCORPORATION OF "IDS TELCOM CORP. ",

FILED IN THIS OFFICE ON THE FOURTH DAY OF JANUARYr A.D. 2005, AT

5:38 O'CLOCK P.M.

A FILED COPY OF THIS CERTIFICATE HAS BEEN FORWARDED TO THE

NEW CASTLE COUNTY RECORDER OF DEEDS.

3907301 8100

050006555

Harriet SmithWindsor, Secretary of State
AUTHENTICATY.ON: 3595916

DATE: 01-04-05



State ct Delaware
Seexataxy nS State

lhvx51cw of Cpzposlf t1 Oils
Deliwared 05:45 JÃ Ol/04/2005

FZLZ'D 05:3B PH Ol/04/2005
SRV 050006555 —3907302 FRIZ CZRXIFIr~m OF 1WCORPOm TrOW

OF

IDS TELCOM CORP.

Pursuant to g 102 of the General Corporation Law of the State of Delaware

The undersigned, in order to form a corporation pursuant to Section 102 of

the General Corporation Law of Delaware, does hereby certify:

FIRST: The name of the Corporation is IDS Telcom Corp. (the

"Corporation" ).

SECOND: The address of the Corporation's registered office in the State of

Delaware is 2711 Center ville Road, Suite 400 in the City of%ilmington, County of New

Castle, Delaware 19808. The name of its registered agent at such address is Corporation

Service Company.

THIRD: The purpose of the Corporation is to engage in any lawful act or

activity for which corporations may be organized under the General Corporation Law of

Delaware.

FOURTH: The total number of shares of all classes of capital stock which

the Corporation shall have the authority to issue is 1,000 shares of which;

500 shares, par value $0.01 per share, shall be shares of common stock (the

"Common Stock'"); and

500 shares, par value $0.01 per share, shall be shares ofpreferred stock (the

"Preferred Stock").

A. Common Stock.

(1) Dividends. The holders of shares ofCommon Stock shall be

entitled to receive, when and if'declared by the Board of Directors, out of the assets of the

State of Delaware

Secretary of S_._e
Division of Corpor=tions

Delivered 05:49 I'M 01/04/2005

FILED 05:38 I'M 01/04/2005

SRV 050006555 - 3907301 FZLE CERTIFICATE OF INCORPORATION

OF

IDS TELCOM CORP.

Pursuant to § 102 of the General Corporation Law of the Stale of Delaware

The undersigned, in order to form a corporation pursuant to Section 102 of

the General Corporation Law of Delaware, does hereby certify:

FIRST_: The name of the Corporation is IDS Telcom Corp. (the

"Corporation").

SECOND: The address of the Corporation's registered office in the State of

Delaware is 2711 Centerville Road, Suite 400 in the City of Wilmington, County of New

Castle, Delaware 19808. The name of its registered agent at such address is Corporation

Service Company.

THIRD: The purpose of the Corporation is to engage in any lawful act or

activity for which corporations may be organized under the General Corporation Law of

Delaware.

FOURTH: The total number of shares of all classes of capital stock which

the Corporation shall have the authority to issue is 1,000 shares of which:

500 shares, par value $0.01 per share, shall be shares of common stock (the

"Common Stock"); and

500 shares, par value $0.01 per share, shall be shares of preferred stock (the

"Preferred Stock").

A. Common Stock.

(1) Dividends. The holders of shares of Common Stock shall be

entitled to receive, when and if declared by the Board of Directors, out of the assets of the



Corporation which are by law available therefor, dividends payable either in cash, in

property, or in shares ofConunon Stock.

stockholders of the Corporation, every holder of Common Stock shall be entitled to one

vote, in person or by proxy, for each share of Common Stock standing in his name on the

books of the Corporation.

(3) Li uidation Dissolution or~Windin U . Indteeventofany

voluntary or involuntary liquidation„dissolutiona or winding up of the affairs of the

Corporation, after payment or provision for payment of the debts and other liabilities of

the Corporation, if any, the holders of all outstanding shares of Common Stock shall be

entitled to share ratably in the remaining net assets of the Corporation.

B. Preferred Stock. The Board of Directors is authorized, subject to

limitations prescribed by law, to provide by resolution or resolutions for the issuance of

shares of Preferred Stock in one or more series, to establish the number of shares to be

included in each such series, and to tix the voting powers (if any), designations, powers,

preferences, and relative, participating optiona'l or other rights, if any, of the shares of

each such series, and any qualifications, limitations or restrictions thereof. Irrespective of

the provisions of Section 242(b)(2) of the DGCL, the number of authorized shares of

Preferred Stock may be increased or decreased (but not below the number of shares

thereof then outstanding) by the affirmative vote of'the holders of a majority in voting

power of the stock of the Corporation entitled to vote, without the separate vote of the

holders of the Preferred Stock as a class.

F]8TH: The name and mailing address of the Incorporator is as follows:

Melanic J.Bosman, 523 McColley Street, Milford, DE 19963.

SIXTH'. The Board of Directors is expressly authorized to adopt, amend, or

repeal the Bylaws of'the Corporation.

Corporationwhichareby lawavailabletherefor,dividendspayableeitherin cash,in

property,or insharesof CommonStock.

(2) Voting Rights. At every annual or special meeting of

stockholders of the Corporation, every holder of Common Stock shall be entitled to one

vote, in person or by proxy, for each share of Common Stock standing in his name on the

books of the Corporation.

(3) Liquidation, Dissolution__.or Winding Up. In the event of any

voluntary or involuntary liquidation, dissolution, or winding up of the affairs of the

Corporation, after payment or provision for payment of the debts and other liabilities of

the Corporation, if any, the holders of all outstanding shares of Common Stock shall be

entitled to share ratably in the remaining net assets of the Corporation.

B. Preferred Stock. The Board of Directors is authorized, subject to

limilations prescribed by law, to provide by resolution or resolutions for the issuance of

shares of Preferred Stock in one or more series, to establish the number of shares to be

included in each such series, and to fix the voting powers (if any), designations, powers,

preferences, and relative, participating optional or other fights, if any, of the shares of

each such series, and any qualifications, limitations or restrictions thereof. Irrespective of

the provisions of Section 242(b)(2) of the DGCL, the number of authorized shares of

Preferred Stock may be increased or decreased ('but not below the number of shares

thereof then outstanding) by the affirmative vote of the holders of a majority in voting

power of the stock of the Corporation entitled to vote, without the separate vote of the

holders oft.he Preferred Stock as a class.

FIFTH: The name and mailing address of the Incorporator is as follows:

Melanie J. Bosman, 523 MeColley Street, Milford, DE 19963.

SIXTH: The Board of Directors is expressly authorized to adopt, amend, or

repeal the Bylaws of the Corporation.



SEVENTH: Elections of directors need not be by written bal]ot un'less the

by-laws of the Corporation shall otherwise provide.

EIGHTH: A director of the Corporation shall not be personally liable to the

Corporation or its stockholders for monetary damages for breach of fiduciary duty as a

director; grovided, however that the foregoing shall not eiiminate or limit the liability of

a director (i) for any breach of the director's duty of loyalty to the Corporation or its

stockholders, {ii)for acts or omissions not in good faith or which involve intentional

misconduct or a knowing violation of law, (iii) under Section 174 of the General

Corporation Law of Delaware, or (iv) for any transaction frow which the director derived

an improper personal benefit. lf the General Corporation Law of'Delaware is hereafter

amended to permit further elimination or limitation of the personal liability of directors„

then the 'liability ofa director of the Corporation shall be eliminated or limited to the

fullest extent permitted by the General Corporation Law of Delaware as so amended.

Any repeal or modificatIon of this Article EIGHTH by the stockholders of the

Corporation or otherwise shall not adversely affect any right or protection of a director of

the Corporation existing at the time of such repeal or modification.

NINTH: Melame J.Bosman, 523 McColley Street, Milford, Delaware is

appointed as sole director of the Corporation until his successor is appointed in

accordance with the by-laws of the Corporation or the Delaware General Corporation

Law.

TENTH; The Corporation reserves the right to amend, alter, change, or

repeal any provision contained in this Certificate of Incorporation, in the manner now or

hereafter prescribed by statute, and all rights conferred upon stockholders herein are

granted subject to this reservation,

.SEVENTH: Elections of directors need not be by written ballot unless the

byqaws of the Corporation shall otherwise provide.

EIGHTH: A director of the Corporation shall not be personally liable to the

Corporation or its stockholders for monetary damages for breach of fiduciary duty as a

director; provided_ however, that the foregoing shall not eliminate or limit the liability of

a director (i) for any breach of the director's duty of loyalty to the Corporation or its

stockholders, (ii) for acts or omissions not in good faith or which involve intentional

misconduct or a knowing violation of law, (iii) under Section 174 of the General

Corporation Law of Delaware, or (iv) for any transaction from which the director derived

an improper personal benefit. If the General Corporation Law of Delaware is hereafter

amended to permit further elimination or limitation of the personal liability of directors,

then the liability era director of the Corporation shall be eliminated or limited to the

fullest extent permitted by the General Corporation Law of Delaware as so amended.

Any repeal or modification of this Article EIGHTH by the stockholders of the

Corporation or otherwise shall not adversely affect any right or protection of a director of

the Corporation existing at the time of such repeal or modification.

NINTH: Melanie J. Bosman, 523 McColley Street, Milford, Delaware is

appointed as sole director of the Corporation until his successor is appointed in

accordance with the by-laws of the Corporation or the Delaware General Corporation

Law.

TEN'rH: The Corporation reserves the right to amend, alter, change, or

repeal any provision contained in this Certificate of Incorporation, in the manner now or

hereafter prescribed by statute, and all rights conferred upon stockholders herein are

granted subject to this reservation.



IN WETNESS %HKRKOF, 1 have hereunto set my hand this 4 day of
January, 2005 and 1 afhrrn that the foregoing certificate is my act and deed and that the
facts stated therein are true.

Is/ AZarir. 7 Eareer

Melanic J. Bosman, 1ncorporator

IN WITNESS WHEREOF, I have hereunto set my hand this 4 _h day of

January, 2005 and I affirm that the foregoing certificate is my act and deed and that flae

facts stated therein are true.

Is/Md,_,'_d, B,_mun

Melanie J. Bosman, Incorporator

4



The State o South Carolina

Office ofSecretary ofState Mark Hammond

Certificate of Authorization

I, Nlark Hammond, Secretary of State of South Carolina Hereby certify that."

IDS TELCQM CORP. ,

a corporation duly organized under the laws of the state of DELAWARE and
issued a certificate of authority to transact business in South Carolina on
January 28th, 2005, has on the date hereof filed all reports due this office, paid
all fees, taxes and penalties owed to the Secretary of State, that the Secretary of
State has not mailed notice to the Corporation that its authority to transact
business in South Carolina is subject to being revoked pursuant to Section 33-
15-310 of the 1976 South Carolina Code, and no application for surrender of
authority to do business in South Carolina has been filed in this office as of the
date hereof.

Given under my Hand and the Great
Seal of the State of South Carolina this
28th day of January, 2005.

Mark Hammond, Secretary of State

The State of South Carolina

Office of Secretary of State Mark Hammond

Certificate of Authorization

I, Mark Hammond, Secretary of State of South Carolina Hereby certify that:

IDS TELCOM CORP.,

a corporation duly organized under the laws of the state of DELAWARE and
issued a certificate of authority to transact business in South Carolina on
January 28th, 2005, has on the date hereof filed all reports due this office, paid
all fees, taxes and penalties owed to the Secretary of State, that the Secretary of
State has not mailed notice to the Corporation that its authority to transact
business in South Carolina is subject to being revoked pursuant to Section 33-
15-310 of the 1976 South Carolina Code, and no application for surrender of

authority to do business in South Carolina has been filed in this office as of the
date hereof.

Given under my Hand and the Great
Seal of the State of South Carolina this

28th day of January, 2005.



EXHIBIT E

Customer Notice I etter

EXHIBIT E

Customer Notice Letter



DRAFT
FORM OF NOTICE

Dear Valued IDS Customers,

We are pleased to announce an asset purchase agreement between IDS Telcorn, LLC and IDS
Telcom Corp. , a Cleartel Communications company. This agreement will become effective and

IDS Telcom Corp. will become your service provider on or about March 31, 2005.

During the past twelve months we' ve worked hard to create new product offerings and streamline
provisioning and customer service processes. The end result is a stronger communications
company to serve you better.

There are several assurances we want to make to you, our highly valued customer. First,
especially in today's marketplace, IDS Telcom Corp. , a Cleartel Communications company is

committed to meeting the highest possible customer service standards.

Second, we can assure you that the hundreds of fine employees at IDS Telcorn Corp. are

committed to providing our customers with the best in telecommunications quality and services.
Additionally and perhaps most importantly, Cleartel has the experience and resources to ensure
that IDS Telcom Corp. ineets your telecommunications needs. Cleartel Communications is a
national Competitive Local Exchange Carrier, operating in over twenty nine states. Our mission is

providing exceptional value through superior customer support and advanced services.

It's also important for you to know:

~ The services you have paid for will not be impacted as a result of this agreement.
~ Your existing rates and charges will not be changed as a result of this transaction.
~ You will still pay for/renew your services in the same way you do today

We recognize that you have the right to choose you telephone service provider. If you do choose
another provider you may incur installation or carrier change charges. If you stay with Old IDS,
however, you will not incur any such charges for the transfer to IDS Telcom Corp. Further, you
will not need to take any action for the transfer to IDS Telcom Corp. to occur (Additionally we

will maintain any preferred carrier freeze you may have).

If you have any questions about this notice or problems with your current service, please call IDS
at 1-888-707-6500. To ensure a seamless transition of service, please note that IDS Telcorn

Corp. intends to keep that same number after the transition.

We appreciate your business and your commitment to IDS during this transitional time. The
future looks bright as we move forward with new bundled local/long distance products, Internet

services including web hosting and broadband internet solutions to residential and small business
customers.

Sincerely,

IDS Telcom Corp. IDS Telcom, LLC
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VERIFICATION

STATE OF ILLINOIS

COOK COUNTY

)
)
)
)

I, Scott Kellogg, declare under penalty of perjury that I am Associate General Counsel
and Assistant Secretary of IDS Telcom Corp. , an Applicant in the subject proceeding; that I am
authorized to make this verification on the Applicant's behalf; that I have read the foregoing
Application and know the contents thereof; and that the same are true of my own knowledge,
except as to the matters which are therein stated on information or belief, and as to those matters
I believe them to be true. ;/

Subscribed and sworn to before me

this ~7dsy of , 2005.

Scott Kellogg
Associate General Counsel and

Assistant Secretary
IDS Telcom Corp.

Notary P lic

My Commission Expires:
c 7 ~g7

ts&&4C'W~4 "~~-'-s~~~@gy
"OFFICIAL SEAL"

ANGELINE C. GRANO
Notary Public, State of illinois

My Commission Expires 05/07/2007

South Carolina
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COOK COUNTY

I, Scott Kellogg, declare under penalty of perjury that I am Associate General Counsel

and Assistant Secretary of IDS Telcom Corp., an Applicant in the subject proceeding; that I am
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this _day of

Notary Pfilblic

My Commission Expires: __

F

.....
Associate General Counsel and

Assistant Secretary

IDS Telcom Corp.

"OFFICIAL SEAL"

ANGEUNEC.GRANO 1[
Notary Public, State of Illinois ,_

My Commission Expires 05/07/2007

South Carolina



VERIFICATION

STATE OF FLORIDA

MIAMI-DADE COUNTY

I, Joseph C. Millstone, declare under penalty of perjury that I am Chief Executive Officer
of IDS Telcom, LLC, an Applicant in the subject proceeding; that I am authorized to make this

verification on the Applicant's behalf; that I have read the foregoing Application and know the
contents thereof; and that the same are true of my own knowledge, except as to the matters which
are therein stated on information or belief, and as to those matters I e. ve them to be true.

Joseph C. ill toiie
Chief Exe uti e Officer
IDS Telcom, LC

Subscribed and sworn to before me
S'

this 1 day of , 2005.

Notary Pub ic

My Commission Expires

South Carolina
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STATE OF FLORIDA

MIAMI-DADE COUNTY
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contents thereof; and that the same are true of my own knowledge, except as to the matters which

are therein stated on information or belief, and as to those matters themtobe
J_il'l/fo/qe

Chief Exe'e.ut_e Officer
/DSWelcomTLLc

Subscribed and sworn to before me

tlfis I S_'5"-day of/_ _2..-_ ,2005.

Notary Pub_/_

My Commission Expires: t_ 4';';e.'_'_o._;';..:/_/a.>-x-_.-................

_'_¢:°-,:,,.._Q,JNd_]. _,_Ono:, II

South Carolina


